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cl #311
Forwarded by Marc Simon/NY/AICPA on 11/19/01 11:10 AM
cheryh@color-country.n
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To: msimon@aicpa.org
cc:
Subject: Comments on PP&E Proposal

Dixie Escalante Rural Electric Association
HC 76 Box 95
Beryl, UT 84714

November 13, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
RE: Proposed Statement of Position, "Accounting for
Certain Costs and
Activities Related to Property, Plant, and Equipment"
Dear Mr. Simon:
Dixie Escalante Rural Electric Association (Dixie
Escalante) is an Electric
Distribution Cooperative serving 8,000 consumer/owners
in Southwestern Utah
and Northwestern Arizona. Dixie Escalante is a
non-profit organization and
is semi-regulated by the Utah and Arizona Public
Service Commissions.
Dixie Escalante appreciates the opportunity to submit
written comments
regarding the "Proposed Statement of Position," for
"Accounting for Certain

Costs and Activities Related to Property Plant, and
Equipment" (PP&E
Accounting Proposal).
Dixie Escalante and the other Electric Cooperatives in
the Country are
significantly structured differently compared to other
industries. Dixie
Escalante is a non-profit organization and is governed
by a Board of
Directors who directly represent the interest of its
consumer/owners. The
PP&E Accounting Proposal significantly impacts Dixie
Escalante and its
consumer/owners.
First, Dixie Escalante is a fast growing system
requiring significant
investments each year to Property, Plant, and
Equipment. If the PP&E
Accounting Proposal were adopted, Dixie Escalante
could not maintain its
existing electric rates and abide by the new rules,
which require the
overhead costs associated with the construction of New
Plant to be expensed
instead of capitalized. In Dixie Escalante's case,
these plant investments
and the associated overhead costs must be capitalized
and spread over the
life expectancy of the plant addition to match the
useful life of the
project and the associated depreciation. If these
costs are expensed in the
year of construction, an imbalance occurs between the
useful life and the
associated expense.
The PP&E Accounting Proposal is also not a practical
system for small
Electric Utilities to utilize to track individual and
small components of
electrical plant by date and item. This change would
require a significant
investment in accounting equipment and personnel that
is not affordable to a
small Electric Utility.
Most importantly, the existing methodology of
accounting for Electric
Cooperative Property, Plant, and Equipment works very
efficiently and
effectively for small non-profit Electric Cooperatives
and has no basis for
change.

In summary, the PP&E Accounting Proposal should not
overturn any accounting
practice of the electric utility industry without
strong evidence that the
benefits of that accounting change outweigh its costs.
In addition,
accounting changes should not overturn long-standing
electric utility
accounting and, by direct implication, rate-making
practices.
We urge you to carefully consider the above referenced
impacts to Electric
Cooperatives and to demonstrate that an accounting
change would result in a
cost benefit before a decision to change the
accounting principle for
Property, Plant and Equipment is approved.
If you have any questions, please contact us at (435)
439-5311.
Yours truly,
DIXIE ESCALANTE RURAL ELECTRIC ASSN.
LaDel Laub, Assistant General Manager

Deloitte & Touche LLP
Ten W estport Road
P.O. Box»820
Wilton, Connecticut 06897-0820

'

Tel: (203) 761-3000
www.us.deloitte.com

Deloitte
& Touche

November 19, 2001
Mr. Marc Simon
Technical Manager
Accounting Standards
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775

File Reference 4210.CC
Proposed Statement of Position-ytcc^nnZ/ng for Certain Costs and Activities Related To
Property, Plant, and Equipment
Dear Mr. Simon:
We are pleased to comment on the AICPA’s Exposure Draft o f a proposed Statement of
Position, Accounting fo r Certain Costs and Activities Related To Property, Plant, and
Equipment (the proposed SOP).
We support AcSEC’s efforts to address the diversity in practice related to the accounting and
disclosure for property, plant, and equipment costs. We agree with the project stage
framework and the related incremental direct cost model set forth in the proposed SOP. It is a
significant improvement over attempting to define and achieve consistent application o f the
myriad o f definitions and accounting treatments for the costs incurred in connection with the
acquisition and operation o f capital assets. While there will continue to be considerable
judgment required in interpreting and applying the framework o f the proposed SOP, it narrows
the range o f potential diversity across and within industry applications. Comments regarding
this proposed guidance and our other recommendations are discussed below and in the
Appendix to this letter.

Accounting For Costs Incurred
Given its broad scope, we believe the proposed SOP would represent a significant change in
practice in certain industries that have manufacturing operations for component parts or
equipment used in the delivery o f the services or product manufacturing operations o f the
enterprise, such as the product manufacturing, utilities and railroad industries. Entities in such

Deloitte
Touche
Tohmatsu

industries allocate a portion o f overhead costs incurred, including costs o f support functions, to
internally manufactured inventory components, that once placed in service, are classified as
property, plant, and equipment. It is not clear whether AcSEC’s intent is to change practice in
all such industries, particularly those in which manufactured equipment used in the delivery o f
services (e.g., rail and railroad ties, telephone poles, etc.) is more akin to manufacturing
inventory than self constructing PP&E. We recommend that AcSEC more fully develop its
discussion o f “other-than-direct costs” in an effort to address the need for this change in
practice outside o f rental operations and real estate projects.
In current practice, many entities capitalize a portion o f overhead costs incurred as part o f the
constructed manufacturing equipment, tools, dies, molds, etc. The capitalized costs o f the
equipment are then allocated to the inventory produced by the entity through depreciation
allocated in the company’s standard costing system. Those entities believe that treatment is
consistent with the inventory model set forth in Chapter 4 o f Accounting Research Bulletin
(ARB) No. 43, Restatement and Revisions o f Accounting Research Bulletins which allows
“applicable expenditures and charges directly or indirectly incurred in bringing an article to its
existing condition and location,” to be capitalized in inventory. The model proposed by the
SOP, which requires overhead costs to be expensed as incurred, is conceptually different from
the model set forth at ARB No. 43. The conceptual line between the two models is not clear
with respect to internally constructed PP&E, when such PP&E is used to manufacture
inventory. AcSEC should consider whether it can provide a more clear distinction in the
accounting models for PP&E and inventory in those situations.

Component Accounting
The cost to apply the concept o f component accounting may outweigh the benefits in some
cases. The component approach is more reflective o f the economic reality o f cost allocation to
certain types o f PP&E. However, there is a concern for the level o f detail required and the
practicality o f applying the concept. We suggest that the proposed SOP be revised to allow
company management, with the proper level o f authority, to adopt a componentization policy
for PP&E that would be followed by the company. The policy would be required to be
applied consistently. Such policies should also be required to be disclosed in the notes to the
financial statements.
In conjunction with this revision, AcSEC should provide further guidance, in the form o f
examples, that would clarify the appropriate considerations with respect to the levels o f
consistency to be followed when developing a company’s componentization policy. For
example, management o f a company may establish a policy to componentize all components
that meet criteria that management has adopted based on relevance and significance o f the
components o f PP&E used in the business, including certain quantitative and qualitative
requirements. Components that did not meet the established criteria would be charged to
expense as incurred when replaced, rather than capitalizing and componentizing replacement
parts. In this example, the criteria established in the company’s componentization policy
would be required to be applied consistently. A company’s componentization policy could be
different from its basic capitalization policy related to equipment acquisition. The above
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example is not meant to infer that AcSEC should consider providing a “bright line” through its
examples. Rather, we are suggesting that AcSEC identify some practical factors that a
company should consider when establishing a componentization policy that complies with all
facets o f the component accounting model, including the guidance set forth in paragraph 52.

If you have any questions regarding our response, please contact John T. Smith at (203) 7613199.
Yours truly,
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APPENDIX
DELOITTE & TOUCHE COMMENTS
PROPOSED STATEMENT OF POSITION
Accounting for Certain Costs and Activities Related To Property, Plant, and Equipment
The following are responses to the specific questions raised in the transmittal letter included in
the proposed SOP.

Scope
Issue 1: Paragraph 10 of the proposed SOP states that the SOP does not provide specific
guidance on lessor or lessee accounting for reimbursements of costs incurred by a lessor
that are directly recoverable from lessees under the terms of one or more leases, and that
the lessor and lessee should refer to FASB Statement No. 13, Accounting for Leases, and
related lease accounting literature for guidance on accounting for such reimbursements.
In many instances, depending on the terms of the lease, those reimbursements may
constitute minimum lease payments or contingent rentals under FASB Statement No. 13.
As discussed in paragraph A2 of the proposed SOP, AcSEC elected not to address the
accounting for such transactions in this SOP because AcSEC did not want to create
conflicts with existing lease accounting guidance and AcSEC did not believe it was
appropriate to address the accounting under all of the various reimbursement
scenarios and arrangement structures within the scope of this SOP. Are there significant
practice issues or concerns related to the accounting for contractually recoverable
expenditures that should be addressed in the proposed SOP? Do you believe that there
are other areas addressed in the proposed SOP that, with respect to their application to
lessors and lessees of PP&E, could create conflicts with existing lease accounting
standards?
We agree that lessor or lessee accounting for reimbursements o f contractually recoverable
expenditures should be excluded from the scope o f the proposed SOP. The guidance set forth
in paragraphs 9 and 10 o f the proposed SOP appears to sufficiently limit the scope o f the
proposed SOP to avoid creating conflicts with existing lease accounting standards. We are not
aware o f significant practice issues relating to contractually recoverable expenditures or other
matters that would create conflicts between the proposed SOP and existing lease accounting
standards.

Project Stage Framework
Issue 2: The guidance in this proposed SOP is presented in terms of a project stage or
time line framework and on the basis of the kinds of activities performed during the
stages defined in the proposed SOP rather than on whether an expenditure fits into
certain classification categories such as ordinary repairs and maintenance,
“extraordinary” repairs and maintenance, replacements, betterments, additions,
redevelopments, renovations, rehabilitations, retrofits, rearrangements, refurbishments,

and reinstallations. Do you agree with that approach? If not, what alternative would you
propose and why?
We agree with the project stage framework and the four stages set forth in the proposed SOP.
It is a significant improvement over attempting to define and achieve consistent application of
classification categories such as ordinary repairs and maintenance, “extraordinary” repairs and
maintenance, replacements, betterments, additions, redevelopments, renovations,
rehabilitations, retrofits, rearrangements, refurbishments, and reinstallations. The final SOP
could be improved further by providing additional examples to assist the reader in identifying
the characteristics o f each project stage and determining when a project moves from one
project stage to another, specifically project transition from the preacquisition to acquisitionor-construction phase.
Another alternative would be to combine the preacquisition and acquisition-or-construction
phase. If AcSEC decides to retain the two stages as separate and distinct stages, it would be
helpful to include in the Basis For Conclusions, paragraph A8, the factors that influenced
AcSEC’s decision to classify costs for these two stages separately given that the accounting
for costs incurred in the preacquisition stage, as set forth in paragraphs 23 through 27 of the
proposed SOP, is the same as the accounting for costs incurred during the acquisition or
construction phase set forth in paragraphs 28 through 35.

Issue 3: Paragraph 16 of the proposed SOP states that the preliminary stage ends and
the preacquisition stage begins when the acquisition of specific property, plant, and
equipment (PP&E) is considered probable. Paragraph 22 of the proposed SOP states
that, other than the costs of options to acquire PP&E, all costs incurred during the
preliminary stage should be charged to expense as incurred. Do you agree with that
conclusion? If not, how would you propose to modify the guidance and why?
We agree with AcSEC that all costs incurred during the preliminary stage should be charged to
expense as incurred, with the exception o f the costs to purchase an option to acquire PP&E.

Accounting for Costs Incurred
Issue 4: The proposed SOP states that PP&E-related costs incurred during the
preacquisition, acquisition-or-construction, and in-service stages should be charged to
expense unless the costs are directly identifiable with the specific PP&E. Directly
identifiable costs include only (a) incremental direct costs incurred with independent
third parties for the specific PP&E, (b) employee payroll and payroll benefit-related
costs related to time spent on specified activities performed by the entity during those
stages, (c) depreciation of machinery and equipment used directly in the construction or
installation of PP&E and incremental costs directly associated with the utilization of that
machinery and equipment during the acquisition-or-construction stage, and (d)
inventory (including spare parts) used directly in the construction or installation of
PP&E. All general and administrative and overhead costs incurred, including all costs of
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support functions, should be charged to expense. See paragraphs 24, 25, 29, and 30. Do
you agree with those conclusions? If not, what alternatives would you propose and why?

We recognize that, at least in part, the proposed SOP attempts to remedy current diversity in
practice in interpreting the guidance set forth in paragraph 7 o f FASB Statement No. 67,
Accounting For Costs and Initial Rental Operations o f Real Estate Projects, which may have
resulted in confusion as to acceptable allocations o f overhead. We also believe that the
models set forth in FASB Statement No. 91, Accounting fo r Nonrefundable Fees and Costs
Associated with Originating or Acquiring Loans and Initial Direct Costs o f Leases and SOP
98-1, Accounting fo r the Costs o f Computer Software Developed or Obtained fo r Internal Use,
are appropriate for capitalization o f costs incurred to construct PP&E. Those models are
consistent with the incremental direct cost model set forth by the proposed SOP. The
proposed SOP defines incremental direct costs as the “costs o f a PP&E project that would not
be incurred but for that project.” However, the proposed SOP goes on to exclude overhead
costs, such as all rent, depreciation and occupancy costs associated with the physical space
occupied by employees, from direct incremental costs. In certain situations (i.e., when an
entity operates a facility occupied by a fixed asset construction or engineering department),
those costs, although not specifically attributable to one or more projects, would not be
incurred by an entity if it did not engage in these types o f internal construction projects. Those
costs would be incurred until the entity ceased PP&E acquisition and construction projects. In
this example the costs o f the facility would be direct incremental costs to PP&E projects in the
aggregate. Although we understand AcSEC’s desire to address “overly aggressive overhead
allocations”, we believe that AcSEC should reconsider its position that all overhead costs
should be expensed as period costs. Instead, we ask AcSEC to consider providing additional
guidance on acceptable allocations o f overhead costs using the activities from which such
costs arise as a basis for capitalization.
The proposed SOP would represent a significant change in practice in certain industries that
have manufacturing operations for certain component parts or equipment used in the delivery
o f the services or product manufacturing operations o f the enterprise, such as the product
manufacturing, utilities and railroad industries. Many companies in those industries allocate a
portion o f overhead costs incurred, including costs o f support functions, to internally
constructed property, plant, and equipment following generally accepted accounting principles
for inventory. It is not clear whether AcSEC’s intent is to change practice in all such
industries, particularly those in which manufacturing o f equipment to be used in the delivery
o f services (e.g., rail and railroad ties, telephone poles, etc.) is more akin to manufacturing
inventory than self constructing PP&E. AcSEC should more fully develop its discussion in
paragraphs A9 - A12 in an effort to address the need for this change in practice outside of
rental operations and real estate projects.
Further, AcSEC should specifically consider in its Basis For Conclusions situations in which

an entity internally constructs PP&E that is used to manufacture inventory intended for sale.
In current practice, many entities capitalize a portion o f overhead costs incurred as part o f the
constructed manufacturing equipment, tools, dies, molds, etc. The capitalized costs o f the
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equipment are then allocated to the inventory produced by the entity through depreciation
allocated in the company’s standard costing system. Those companies believe that treatment
is consistent with the inventory model set forth in Chapter 4 o f Accounting Research Bulletin
(ARB) No. 43, Restatement and Revisions o f Accounting Research Bulletins, which states,
The primary basis o f accounting for inventories is cost, which has been defined
generally as the price paid or consideration given to acquire an asset. As applied to
inventories, cost means in principle the sum o f the applicable expenditures and charges
directly or indirectly incurred in bringing an article to its existing condition and
location.
The proposed SOP established a model for PP&E cost capitalization for self-constructed assets
used to manufacture inventory that is conceptually different from the model set forth at ARB
No. 43. Some believe that the overhead costs o f constructing assets that generate inventory
would be “applicable expenditures and charges directly or indirectly incurred in bringing an
article to its existing condition and location,” and that those costs should be capitalized in
inventory under ARB No. 43. For example, under the ARB No. 43 model a manufacturer o f
heavy equipment would capitalize the overhead costs related to self constructed molds, tools
and dies used in the manufacture o f its inventory. The PP&E model set forth by the proposed
SOP would not permit such overhead costs to be capitalized. The conceptual line between the
two models is not clear with respect to internally constructed PP&E, when such PP&E is used
to manufacture inventory. AcSEC should consider whether it can provide a more clear
distinction in the accounting models for PP&E and inventory in those situations.
AcSEC should specifically consider in its Basis For Conclusions the impact o f the guidance
set forth in paragraphs 24 and 29 o f the proposed SOP as it relates to the potential conflicts
with the guidance set forth in Chapter 4 o f ARB No. 43. It would be helpful if the proposed
SOP could include guidance that would remedy the dichotomy between ARB No. 43 and the
model set forth in the proposed SOP.
In addition, it is unclear what costs AcSEC would require to be bifurcated and expensed as
period costs when incurred by an enterprise on behalf o f an entity. Specifically, we ask that
AcSEC clarify, in the Basis For Conclusions, the difference between the costs related to an
outsourced acquisition or construction department which are required by paragraph 25 to be
expensed as incurred and the element o f a third party’s overhead which can be capitalized
under paragraph 26 o f the proposed SOP. Additional examples are needed to illustrate the
intended application o f the guidance set forth in paragraphs 25 and 26.

Issue 5: Paragraph 32 of the proposed SOP states that for real estate that is not being
used in operations, costs of property taxes, insurance, and ground rentals should be
capitalized, to the extent of the portion of the property that is under development, during
the time that activities that are necessary to get the asset ready for its intended use are in
progress. Do you agree with that conclusion? If not, what alternative would you propose
and why?

4

We believe that the circumstances surrounding timing o f the purchase and the intended use o f
the property should be considered in determining whether property taxes, insurance and
ground rentals should be capitalized during construction. When an entity has owned a
property for an extended period and then commences construction activity, it can be assumed
that the entity had previously incurred and expensed property taxes and insurance. Whether
the property was operational or not prior to construction, those costs would not result directly
from the construction activities and would have been incurred by the entity even if the
construction activity had not occurred, absent disposal o f the property. To require
capitalization o f those costs is inconsistent with the incremental direct model AcSEC has
adopted for cost capitalization. We do not believe that AcSEC’s analogy to FASB Statement
No. 34 is appropriate and that the interest capitalization model should not be expanded to
property taxes, insurance or ground rentals. The only exception that we can imagine should be
those cases in which an entity purchases a property and immediately commences construction
activities on that property. We can see a distinction in that case and we would not object to the
entity capitalizing property taxes, insurance and ground rentals as part o f the cost to acquire
the property and ready it for its intended use.

Issue 6: Paragraph 37 of the proposed SOP states that the costs of normal, recurring, or
periodic repairs and maintenance activities should be charged to expense as incurred. It
also states that all other costs related to PP&E that are incurred during the in-service
stage should be charged to expense as incurred unless the costs are incurred for (a) the
acquisition of additional PP&E or components or (b) the replacement of existing PP&E
or components of PP&E. Do you agree with those conclusions? If not, what alternatives
would you propose and why?
We agree that the costs o f normal, recurring, or periodic repairs and maintenance should be
charged to expense as incurred and support AcSEC’s conclusion that such costs do not provide
a future benefit but rather allow the PP&E to function as intended for the duration o f its
expected useful life.

Issue 7: Paragraph 39 of the proposed SOP states that costs of removal, except for
certain limited situation demolition costs, should be charged to expense as incurred. Do
you agree with that conclusion? If not, what alternative would you propose and why?
We generally support A cSEC’s conclusions and agree that removal costs should be charged to
expense as incurred as those costs do not have a future economic benefit. However, there are
cases in which the removal activity is inseparable from the installation o f new or replacement
equipment. AcSEC should discuss in the Basis For Conclusions that appropriate allocations
and estimates may be used to account for the removal costs when such costs are
indistinguishable from the installation costs o f the new equipment. A practical approach is
needed to ensure that the cost o f implementing that provision o f the proposed SOP does not
outweigh the benefit.

Issue 8: Paragraph 44 of the proposed SOP states that the total of costs incurred for
planned major maintenance activities does not represent a separate PP&E asset or
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component. It states that certain of those costs should be capitalized if they represent
acquisitions or replacements and that all other costs should be charged to expense as
incurred. Paragraph 45 prohibits alternative accounting treatments including—(a) the
accrual of a liability for the estimated costs of a planned major maintenance activity
prior to their being incurred, and (b) the deferral and amortization of the entire cost of
the activity. Do you agree with those conclusions? If not, what alternatives would you
propose and why?
We agree with the conclusion that the total costs incurred for planned major maintenance
activities do not represent a separate PP&E asset or component and should be expensed as
incurred, unless the costs represent acquisitions or replacements in which case they should be
accounted for in accordance with the guidance set forth in paragraphs 28 and 37 o f the
proposed SOP.

Issue 9: Paragraph 45 of the proposed SOP further prohibits, as an alternative
accounting treatment, the “built-in overhaul” method for costs incurred for planned
major maintenance activities. Under that method, additional depreciation expense is
recognized currently to give effect to the decline in service potential that is subsequently
restored once the major maintenance activity occurs. When the major maintenance
activity occurs, its cost is considered capitalizable. In lieu of the built-in overhaul
method, AcSEC concluded that better cost allocation would result from the use of
component accounting and limiting the major maintenance activities that would be
capitalizable to costs that represent replacements of components of PP&E. Should the
costs of restoring PP&E’s service potential, in addition to the cost of replacements that
would be capitalizable under this proposed SOP, be eligible for capitalization? Do you
believe that prohibiting the built-in overhaul method is appropriate, or should it be
allowed as an alternative method? If you believe that the built-in overhaul method
should continue to be allowed, what industries or entities should be allowed to use it, and
why?
As stated in Issue 8 above, we believe that planned major maintenance activities do not
increase the service potential o f PP&E or provide a future benefit but rather allow the PP&E to
function as intended for the duration o f its expected useful life. Accordingly, we do not
believe that the built-in-overhaul method is appropriate or that it should be allowed as an
alternative method.

Use of Inventory in Production of Internal-Use PP&E
Issue 70: Paragraphs 47, 48, and A41 of the proposed SOP discuss the situation in which
an entity owns an asset that it intended to sell as inventory but subsequently decided to
retain for use in its own internal operations. Those paragraphs state that the entity
should evaluate for impairment amounts included in PP&E that were previously
capitalized as inventory but should not redetermine their carrying amount as PP&E
using the guidance in the proposed SOP, unless the entity has a pattern of changing the
intended use of assets from inventory to PP&E. Do you believe that guidance is
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appropriate, or should an entity be required to redetermine the carrying amount of
PP&E assets previously capitalized as inventory, and why? Should AcSEC provide
additional guidance on what kinds of changes in intended use constitute a “pattern,” and
why?
We generally agree with the concepts set forth in paragraphs 47 and 48. However, we believe
that AcSEC should provide additional guidance and examples with regard to the types o f
changes that AcSEC would consider in determining what constitutes a “pattern” o f changing
the intended use o f assets from inventory to PP&E.

PP&E-Type Assets Produced for Sale or Operating Lease
Issue 11: The proposed SOP requires assets that are produced by an entity to be leased
to a lessee under an operating lease to be accounted for under the provisions of this SOP.
As discussed in paragraph A43 of the proposed SOP, AcSEC recognizes that some
entities routinely construct or manufacture products, some of which are sold directly and
some of which are leased to lessees under sales-type leases whereas others are leased to
lessees under operating leases. In some situations, the entity does not know the form the
transaction will take until it occurs, and the customer decides whether its acquisition of
product will be accomplished through purchase or lease. The proposed SOP requires an
entity to accumulate costs differently for similar assets depending on whether the asset is
sold outright or leased to a lessee under a sales-type lease (in either case, inventory cost
accumulation rules would apply) or leased to a lessee under an operating lease (in which
case, the cost accumulation provisions of the proposed SOP would apply). Do you agree
with that conclusion and, if so, do you believe the proposed SOP should provide
additional guidance on such cost accumulation? Or would it be preferable for a single
cost accumulation model to apply during the production process and that there should
be a presumption that the assets should be accounted for all as inventory or all as
PP&E? If so, which presumption should be applied and why?
This issue illustrates both the conceptual bridge and the practical difficulty o f applying the
proposed model. We believe that the proposed SOP needs to provide additional guidance on
the accumulation o f costs in situations in which an asset is a routinely manufactured product
that may be sold outright, leased to a lessee under a sales-type lease or leased under an
operating lease. The proposed “pattern” model set forth in paragraph 47 should be expanded to
include situations in which manufactured products are either sold directly, leased to lessees
under sales-type leases or leased to lessees under operating leases. However, as discussed in
response to Issue 10 above, we believe that AcSEC should provide additional guidance and
examples with regards to what factors should be considered when evaluating what would
constitute a “pattern” with respect to direct sales, sales type leases and operating leases.
Often the decision to sell inventory outright, lease it to a lessee under a sales-type lease or

lease it under an operating lease is driven by a customer’s preference as to financing. This
could result in an entity’s accounting for overhead allocations being driven by a customer’s
purchase decision or a customer’s desired method o f financing. The conceptual question that
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is difficult to explain is why two pieces o f inventory should have different costs depending on
how the sale is financed. As a practical expedient, we believe that a distinction should be
made between real estate and assets that are routinely manufactured with the predominant
intent to sell. Further, we believe that additional guidance, in the form o f examples, would be
helpful to further clarify the intended application o f cost accumulation in such situations.

Component Accounting
Issue 12: Paragraphs 49 through 56 of the proposed SOP discuss component accounting
and state that if a component has an expected useful life that differs from the expected
useful life of the PP&E asset to which it relates, the component should be accounted for
separately and depreciated or amortized over its separate expected useful life. Do you
agree with this approach to accounting for PP&E? If not, what alternative would you
propose and why?
We agree with the concept o f component accounting but we believe that the cost to apply the
concept may outweigh the benefits in some cases. The component approach is more reflective
o f the economic reality o f cost allocation to certain types o f PP&E. However, there is a
concern for the level o f detail required and the practicality o f applying the concept. We
believe that company management, with the proper level o f authority, should be required to
develop a componentization policy for PP&E that would be followed by the company. The
policy would be required to be applied consistently. Such policies should also be required to
be disclosed in the notes to the financial statements.
We believe that AcSEC should provide further guidance, in the form o f examples, that would
clarify the appropriate considerations with respect to the levels o f consistency to be followed
when developing a company’s policy. For example, management o f a company may establish
a policy to componentize all components that meet criteria that management has adopted,
based on relevance and significance o f the components o f PP&E used in the business,
including certain quantitative and qualitative requirements. Components that did not meet the
established criteria would be charged to expense as incurred when replacement components
are installed. In this example, the criteria established in the company’s componentization
policy would be required to be applied consistently. A company’s componentization policy
could be different than its basic capitalization policy related to equipment acquisition. The
above example is not meant to infer that AcSEC should consider providing a “bright line”
through its examples. Rather, we are suggesting that AcSEC identify some practical factors
that a company should consider when establishing a componentization policy that complies
with all facets o f the component accounting model including the guidance set forth in
paragraph 52.

Issue 13: Paragraphs 38 and 51 of the proposed SOP state that when existing PP&E is
replaced or otherwise removed from service and the replacement is capitalized, the net
book value of the replaced PP&E should be charged to depreciation expense in the
period of replacement. Do you agree with this approach? If not, what alternative would
you propose and why?
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W q support the conclusion set forth in paragraphs 38 and 51 o f the proposed SOP that when

existing PP&E is replaced or otherwise removed from service and the replacement is
separately capitalized as a component, the net book value o f the replaced PP&E should be
charged to depreciation expense in the period o f replacement. However, as discussed in
response to Issue 14 below, we believe that certain accommodations may be required in
applying this guidance to assets that are accounted for using group depreciation or composite
life conventions. We believe that to further clarify the application o f the guidance set forth in
paragraphs 38 and 51, the proposed SOP should include additional examples that address the
replacement o f PP&E when group depreciation or composite life accounting is appropriately
utilized.

Issue 14: The proposed SOP requires the use of component accounting to depreciate
identified components over their respective expected useful lives. As noted in paragraph
A48 of the proposed SOP, entities have developed and utilized various conventions to
depreciate assets, including group depreciation or use of composite lives. Those
conventions are acceptable only if they result in approximately the same gross PP&E,
depreciation expense, accumulated depreciation, and gains or losses on disposals of
PP&E as the component accounting method required by this proposed SOP. Do you
agree with this approach? If not, what alternative would you propose and why?
We agree that, conceptually, group depreciation and composite lives conventions are intended
to be acceptable only if they do not result in a materially different result in periodic financial
reporting than the result that would be achieved through accounting for each individual asset
separately. However, over many years, certain industries have developed and utilized detailed
group depreciation methodologies for like assets (e.g., fleets o f vehicles, lengths o f pipe,
railroad ties, telephone poles, electrical transformers). In many such examples, entities have
utilized actuarially or statistically determined depreciation studies to allocate the costs o f large
homogenous pools o f assets. Such studies are set up to estimate the useful life o f the group
based on all like assets in the group in service. We have contemplated the level o f record
keeping that would be required if such industries are required to individually componentize
such assets and believe that, as a practical expedient, the use o f group depreciation or
composite lives should not be prohibited in situations in which the use o f those methods would
result in approximately the same gross PP&E, depreciation expense, accumulated
depreciation, and gains or losses on disposals o f PP&E as componentization. However, we
believe that AcSEC should consider providing additional guidance to assist companies in
choosing an efficient methodology to determine if the results recorded in periodic financial
reporting would be materially different when using group depreciation and composite lives
conventions instead o f using componentization. It is unclear if it was AcSEC’s intent to
require all companies currently utilizing group depreciation determined using an actuarially or
statistically determined depreciation study, and composite lives conventions to effectively
implement the componentization provisions o f the SOP for items currently depreciated under

group depreciation conventions in order to assess the impact in periodic financial reporting.
Amendments to Other Guidance
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Issue 15: Paragraphs 61 and 63 of the proposed SOP list amendments to SOP 85-3,
Accounting by Agricultural Producers and Agricultural Cooperatives, and the AICPA
Audit and Accounting Guide Audits o f Agricultural Producers and Agricultural
Cooperatives, respectively. Do you agree with the proposed amendments? Do you believe
that there are unique aspects of agricultural accounting, such as the accounting for
breeding and production animals and the accounting for plants and vines, that should
not be amended by the proposed SOP, and why?
We agree with the proposed amendments to SOP 85-3 Accounting by Agricultural Producers
and Agricultural Cooperatives, and the AICPA Audit and Accounting Guide Audits o f
Agricultural Producers and Agricultural Cooperatives, as described in paragraphs 61 and 63.

Transition
Issue 16: Paragraph 71 of the proposed SOP states that the prescribed component
accounting guidance should be initially adopted for existing PP&E using one of two
alternatives, the election and disclosure of which should be made when the SOP is
adopted. Do you agree with that approach and, if so, do you agree with the choice of the
two alternatives from which the election is to be made? If you do not agree with that
approach for existing PP&E, what approach would you propose and why?
We generally agree with the transition approach set forth in paragraph 71 and the conclusion
reached in paragraph A52 that allows entities to choose to apply component accounting either
retroactively or prospectively, the election and disclosure o f which would be made when the
SOP is initially adopted. However, we believe that companies will require additional time to
assess their capitalization and componentization policies, assess the capabilities o f their fixed
asset systems currently in place, and to make any required modification to those policies and
systems to adequately support the guidance set forth in the proposed SOP. We believe that the
proposed SOP should not be effective until at least one year after it is issued.

Issue 1 7: Under paragraph 71(a) of the proposed SOP, the allocation of existing net book
value to components at transition should be based on (a) allocation of original accounting
records, if available, (b) relative fair values of components at date of transition, if
original accounting records are not available, or (c) another reasonable method, if
relative fair value is not practicable. Do you agree that that ordering of allocation
methods is appropriate? If you believe that a different order would be appropriate, what
order would you propose and why? Should the proposed SOP provide additional
examples to illustrate what constitutes “another reasonable method”?
We support the conclusions reached in paragraph 71(a) o f the proposed SOP and believe that

the ordering of allocation methods is appropriate.
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Issue 78: Paragraph 72 of the proposed SOP states that the SOP should be applied
prospectively for all costs incurred after the adoption of the SOP. It also states that costs
incurred prior to the adoption of the proposed SOP should not be re-characterized (as
capital or expense items) to conform to the guidance in the SOP, with the exception of
certain costs of planned major maintenance activities. Do you agree with that approach?
If you do not agree with that approach, what approach would you propose and why?
We agree with the approach set forth in paragraph 72 o f the proposed SOP.

Issue 19: Under paragraph 71(a) of the proposed SOP, and as illustrated in Example 3 in
appendix C, an entity applying component accounting retroactively at date of adoption
may calculate a difference between the pre-adoption balance of accumulated
depreciation and the balance recalculated based on the estimated useful lives of
components that previously were not accounted for as separate components. Under that
paragraph, the difference is allocated back to the accumulated depreciation of each
component based on the net book values of the components. Two alternatives considered
were recording the difference as a cumulative effect type adjustment at adoption and
recording the difference as additional depreciation expense at adoption. Do you agree
with the proposed approach or either of the alternatives, and why?
As noted at Issue 16 above, we support the conclusions reached in paragraph 71(a) o f the
proposed SOP. We also generally agree with the guidance set forth at Example 3 in Appendix
C with regards to the retroactive application o f component accounting at the date o f adoption.
However, we suggest that AcSEC include in the Basis For Conclusions a discussion o f the two
alternative methods that were considered in formulating the proposed approach and address
why the two alternatives were rejected.
In addition, we believe that AcSEC should also address a practical implementation issue
related to the treatment o f overhead costs that is created by eliminating the cumulative effect
type adjustment at adoption as an implementation alternative in this proposed SOP. The
proposed SOP, in its current form, would create an increased level o f expense recognition o f
overhead costs in the first several years o f adoption because entities would be expensing
overhead costs as incurred for any new projects that an entity had undertaken and they would
also be expensing formerly capitalized portions o f overhead costs associated with assets that
are being depreciated or removed from service. Some companies that have adequate historical
financial accounting records may prefer to apply a cumulative effect to eliminate the negative
result on future operating results from the change in accounting. AcSEC should reconsider
whether the cumulative effect approach to transition should be one o f the permitted
alternatives to transition.
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Michael J. Brenner
Executive Vice PresidentChief Financial Officer

The Related Companies, L.P.
625 Madison Avenue
New York, New York 10022-1801
212-421-5333 Fax 212-421-4528

November 14, 2001
Mr. Marc Simon, Technical Manager
Accounting Standards, File4210.CC
American Institute of Certified Public Accountants
1211 Avenue of Americas
New York, N.Y. 10035-8775
Re: Response to Exposure D raft:
Accounting for Certain Costs and Activities Related to Property & Equipment
Dear Mr. Simon:
As a full service real estate company based in NYC with development, financial services and
management services operations around the country, we have substantial interest in the
provisions of the proposed Statement of Position re: Accounting for Certain Costs and
Activities Related to Property and Equipment. The scope of our current activities includes
projects under development with costs in excess of $4 Billion and projects in predevelopment
with costs in excess of $1 Billion.
Our primary concerns are outlined herein:
Issue 3

Par 16 - The specification of a Preliminary Stage, during which all costs
except option payments, must be expensed, is unnecessary in the context of
SFAS No. 67's criteria for capitalization of preacquisition costs. All costs
incurred in the Preacquisition Stage should be capitalized unless it is
probable that the property will NOT be acquired or developed. If a company
investigates the financial viability of a potential property, which is available for
sale and for which it is probable that financing will be available, it should be
able to capitalize all direct costs until it decides not to proceed. Existing tests
for impairment of assets address this issue.

Issue 4

Par 24 - We agree that general and administrative costs, eligible for
capitalization should not include costs of executives of a holding company.
However, G&A costs should include allocable costs of 'executive
management' of an operating company if a substantially all of an executive's
time is spent functioning as a developer. If proper records are maintained
which indicate the percentage of an executive's time spent on development
activities relating to specific, identifiable projects, this portion should be eligible
to be capitalized. In our business, it is not unusual for executives to spend a
significant portion of their time negotiating both large and small details of
contracts involving real estate under development. Existing criteria which
allows for capitalization of payroll of persons working at a 'field office',
contained in SFAS No.67, should be amended to acknowledge the realities of
the current workplace, in which physical presence is not an overriding factor
and when computers and teleconferencing allow for the same level of control
and decision-making from remote locations. We also believe that costs of
development/construction accountants clearly identifiable with projects should

be eligible for capitalization, regardless of their physical location. A point to
consider is whether costs of accounting for an entity should be capitalized (as
opposed to costs of accounting for construction activity). If the entity is a
special purpose entity formed for the sole purpose of constructing an asset,
then all costs are eligible for capitalization under the completed contract
method of accounting (per the AICPA Audit and Accounting Guide for
Construction Contractors), so the same should apply to entity costs of a
developer, to the extent clearly identifiable with a project.
Issue 5

Par 32 -Capitalization of costs incurred for property taxes, insurance and
ground rentals should NOT cease on the date initial operations commence in
any portion of the building or structure. It should cease only for the portion of
the building which is available for occupancy. The issuance of a certificate of
occupancy should be considered a determining factor in when to stop
capitalization of such costs. In our business, this is the criteria used for
tax-basis capitalization, and is also specified as a basis under SPAS No. 34
with respect to interest costs; there is no reason why it should not also be
applied to taxes, insurance and ground rent. In fact, the treatment of taxes
and insurance is referenced in SFAS No. 67 to SFAS No. 34, and ground rent
is a similar carrying cost. The fact that the first floor of a high rise residential
building is available for occupancy should NOT affect upper floors still under
construction. To expense these costs when significant portions of a building
are not available for occupany would be a mismatch of costs and benefits.

Issue 10

Par 47 - Capitalization criteria should not be different for properties held for
investment vs properties held for sale. In our business, it is not unusual to
hold a property for investment for a period after completion until a track record
of stabilized operations is established, at which time the property is sold
based on capitalized NOI. We do not believe that accounting should be
different based solely on management's intentions to sell immediately or after
a period of time.

Issue 12

Par 49 - We agree with a certain level of cost segregation, such as tenant
improvements which are clearly related to a lease with a defined term.
However, we do not believe that component accounting as defined in this draft
provides benefits to financial statement users since depreciation is an
allocation of the cost of property over its useful life, while history has proven
that most investment real estate appreciates over time; therefore, it is almost
universally added back to income by financial analysts to arrive at NOI which
is then used in conjunction with current interest rates and market conditions
to evaluate performance and arrive at a valuation. Any further refinement of
depreciation calculations do not justify the additional costs of record keeping
and would likely result in a great divergence of application in practice.
Furthermore, the current methodology of determining a composite life for a
building already incorporates a weighted average of the life of major
components. Therefore, use of shorter lives for the roof, HVAC system, etc
will be offset by a longer life for the shell of the building, and the net difference
will not be material. Any further effort to fine-tune depreciation expense is not
justified by the costs and is also rendered irrelevant in the context of the
International Accounting Standards movement towards fair value accounting.

Issuance of IAS No. 40, which is now effective (for years beginning 1/1/01)
favors fair value accounting for investment property, with changes in value
recognized in the income statement, although it still allows the cost method
(which is considered less preferable) if fair value is disclosed supplementally.
In my own article published in the CPA Journal, May 1984, on "Real Estate
Financial Reporting: User's Perspective", I referred to a study conducted by
the accounting firm where I was then employed (Coopers & Lybrand) as a
partner, to assist the FASB Real Estate Task Group in gauging real estate
financial analysts' reaction to current value accounting. The conclusions
reached pointed overwhelmingly to a need for cash flow and current value
disclosures as a more meaningful way to evaluate entities with income
producing real estate.
We strangely urge AcSEC to consider the positions outlined in this letter,
which we believe are reasonable as evidenced by our extensive feedback from
financial statement users such as banks and investors who have the most at
risk and rely on our financial statements.

Respectfully submitted,

Michael J. Brenner

Ncreif

N a tio n a l C ouncil o f Real E sta te In v e s tm e n t F iduciaries

Comment Letter on
Proposed AICPA PP&E/Cost Cap SOP—November 15,2001
November 15,2001
Mr. Marc Simon
Technical Manager, Accounting standards
File4210.CC
AICPA
1211 Avenue of the Americas
New York, New York 10036-8775
Dear Mr. Simon:
This letter provides comments on the June 29,2001 Exposure Draft (ED) of the Proposed Statement of
Position: Accounting for Certain Costs and Activities Related to Property, Plant and Equipment, on behalf of
the National Council of Real Estate Investment Fiduciaries (NCREIF). NCREIF is an association of
institutional real estate professionals and firms who have significant involvement in pension real estate
investments. Our members include investment advisors, plan sponsors, academicians, consultants,
appraisers, independent accountants and real estate managers who control or serve over $150 billion of
investments in commercial real estate. One of the primary goals of our organization is to foster
understanding of the real estate asset class, through the collection and dissemination of information,
performance measurement, standards, research and education.
In order to accomplish such goals, we have focused the talents of our members in several technical
committees that promote open discussion and resolution of industry issues. We have also teamed with
other leading industry organizations to establish and to maintain real estate information standards that
increase the consistency with which real estate investments are evaluated and reported. Such standards,
originally published in 1995, include investment information, performance measurement, and valuation
information standards, and also include accounting standards that are unique to institutional real estate
investment funds. While accounting standards promulgated by authoritative accounting bodies exist for
other real estate entities, including public real estate investment trusts and other public and private real
estate entities, the GAAP reporting requirements for defined benefit pension plans required the
development of a fair value-based financial reporting model for institutional real estate investment funds. In
the absence of authoritative guidance, the NCREIF accounting standards were published in order to
promote quality and consistency for this specialized industry accounting that originated in the 1970’s.
In this regard, we would like to bring to your attention several matters that we believe should be considered
as part of the comment process.
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1) The proposed SOP would appear to significantly impact fees earned under investment advisory
contracts in our industry. Many institutional real estate investment advisors perform asset
management services under contracts that provide for compensation based on the level of net
investment income generated by the investment. The proposed SOP would appear to change net
investment income for institutional real estate funds. Accordingly, such advisory contracts would
need to be amended, where possible, or renegotiated upon their expiration in order to maintain
equivalent contractual fee levels. Adequate time would be needed to allow for such contractual
modifications.
2) Costs associated with incremental staffing and information systems would appear to be
significantly greater than the benefits derived from improved fair value reporting. We believe that
the proposed SOP would require accounting changes that would significantly increase
administrative costs without a commensurate enhancement to the usefulness of the fair value
financial statements. We are troubled about the prospect of spending substantial sums of money
to achieve even reasonable accuracy in allocating billions of dollars of costs upon adoption of the
proposed SOP, and we question whether the Accounting Standards Executive Committee has
adequately considered the level of effort and cost required to achieve component accounting. We
also question the practicality of allocating costs of multi-million dollar acquisitions to individual
replaceable components as required by the proposed SOP. Given the magnitude of investmentgrade real estate in the United States, it would appear to be an enormous task to require such a
detailed level of accounting.
3) The effective date of the proposed accounting would not allow for adeguate time to ensure
consistent implementation in our industry. Paragraph 46 of the ED indicates that the SOP is
applicable to entities that report substantially all assets at fair value. There are a number of
complexities that exist for entities that report substantially all assets at fair value and, as a result of
this reporting, do not generally depreciate the cost basis of real estate investments. For that
reason questions remain as to the appropriate application of the SOP to the institutional real estate
investment industry. We will require additional time in order to educate our industry as to the
consistent application of the SOP in fair value financial statements. Accordingly, we respectfully
request that entities that report substantially all assets at fair value be required to implement the
provisions of the SOP effective for periods beginning after December 15,2003.
We would be happy to expand upon any of the specialized industry accounting referred to above or to
respond to any questions you may have regarding our comments. In this regard, please feel free to contact
Blake Eagle at (312) 819-5890 or Jeff Kiley at (617) 439-7318.
Sincerely,

Blake Eagle
Chief Executive Officer

national Fuel
J o se p h P. P aw lo w sk i
Treasurer

November 15, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
AICPA
1211 Avenue of the Americas
New York, New York 10036-8775
Dear Mr. Simon:
National Fuel Gas Distribution Corporation (a wholly-owned
subsidiary of National Fuel Gas Company) (Distribution Corporation) is
pleased to submit its comments concerning the Exposure Draft of the
Proposed Statement of Position, “Accounting for Certain Costs and
Activities Related to Property, Plant, and Equipment” (“Proposed SOP” or
“Exposure Draft”). Distribution Corporation sells or transports natural gas
to over 735,000 customers through a local distribution system located in
western New York and northwestern Pennsylvania.
Distribution
Corporation’s Operating Revenue in fiscal 2001 was $1.2 billion. In
addition, its total assets are $1.3 billion, of which 74% are Net Property,
Plant & Equipment. In fiscal 2001, Distribution Corporation incurred $42.4
of Capital Expenditures. Because of this high concentration of Net
Property, Plant & Equipment and large annual capital budget, Distribution
Corporation has a strong interest in the accounting proposed in the
Exposure Draft.
Distribution Corporation is a member company of the American
Gas Association (AGA). Through the AGA’s Accounting Advisory Council
and Accounting Principles Committee, Distribution Corporation
participated in the preparation of the AGA’s November 15, 2001 comment
letter on the Proposed SOP. In this regard, Distribution Corporation
reiterates the comments, conclusions and recommendations in that letter
for the AlCPA’s Accounting Standards Executive Committee (AcSEC)
consideration.

NATIONAL FUEL GAS COMPANY/10 LAFAYETTE SQUARE/BUFFALO, NY 14203/716 857-6904

In particular, Distribution Corporation is concerned that the
accounting under the Proposed SOP is in direct conflict with regulatory
accounting and rate-making methodology in the areas of component
method accounting and the expensing of general and administrative
overheads, early-stage project costs, and the net book value of
retirements related to replacements. Accordingly, Distribution Corporation
reemphasizes the AGA’s recommendation that the AcSEC exclude rateregulated entities from the scope of the Proposed SOP as it relates to
these issues and adopt the AGA’s recommended changes involving the
project stage framework and effective date.
The opportunity to comment on the Exposure Draft is appreciated.
If you would like to discuss Distribution Corporation’s comments on the
Proposed SOP, please contact either James S. Smyczynski, General
Manager of Financial Accounting (716) 857-7156 or me.

Iowa Lakes Electric
Cooperative

P.O. B o x 77, 1724 C en tra l A ven u e
E sth erville, Io w a 51334 -0 0 7 7
(800) 225-4532 or (712) 362-7870
Fax: (712) 362-2819 / E-mail: ilec@Uec.org
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November 9, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Iowa Lakes Electric Cooperative (Iowa Lakes) appreciates the opportunity to submit
written comments regarding the above-referenced Proposed Statement o f Position (PP&E
Accounting Proposal) to the Accounting Standards Executive Committee (AcSEC) o f the
American Institute o f Certified Public Accountants (AICPA).
Iowa Lakes Electric Cooperative is an electric cooperative in Iowa, providing electricity
to approximately 9,500 consumers-owners in eight counties. Since Iowa Lakes operates
within the capital-intensive electric utility industry, the PP&E Accounting Proposal
would significantly and severely impact Iowa Lakes’s accounting policies.
The PP&E Accounting Proposal raises significant ratemaking, operational, and
accounting concerns for Iowa Lakes. The most significant problem is the accounting
inconsistencies between this proposal and the RUS Uniform System o f Accounts and the
attendant RUS regulations and interpretations (collectively, Electric Cooperative
Accounting Requirements). The PP&E Accounting Proposal and the attendant
detrimental impacts to Iowa Lakes would include the following:
•

Electric Cooperative Accounting Requirements specify capitalization o f overheads in
support o f construction projects and permits capitalization o f an appropriate portion
of administrative and general (A&G) costs. In addition, Electric Cooperative
Accounting Requirements specify capitalization o f preliminary investigation and

survey (PS&I) charges. The PP&E Accounting Proposal would prohibit
capitalization o f overheads, PS&I charges, and A&G costs.

A Touchstone Energy Cooperative
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Implementation of these provisions would result in the detrimental and unfavorable
outcome o f increased margin volatility as a non-profit 501(c) 12 entity, as these
overheads, PS&I charges, and A&G costs are expensed, rather than capitalized.
Furthermore, from the standpoint o f ratemaking fairness, failure to capitalize these
costs would inequitably shift the burden o f collection o f these costs from the
customers using the plant asset over its estimated useful life to customers during the
construction period o f the plant asset.
•

Electric Cooperative Accounting Requirements prescribe the use o f the group method
o f depreciation for plant assets. The PP&E Accounting Proposal would require the
use o f depreciation accounting by component, defined as “a tangible part or portion o f
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life.” The PP&E Accounting Proposal generally
prohibits the use o f a group method o f depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation o f this provision would require significant administrative
reorganizational costs to comply with the data collection requirements, as well as
installation o f expensive automated accounting systems. In addition, determination
o f material differences between the component and group accounting methods would
require record-keeping for both methods, adding significantly to plant record keeping
costs.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions o f mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net. The PP&E Accounting Proposal
would require that gains and losses be reflected in results o f operations in the current
accounting period. Implementation o f this provision would result in increased margin
volatility, as gains and losses on plant disposition are reflected in the current year’s
results o f operations. Our Cooperative’s electric rates would have to be raised to
provide for this increased uncertainty.

•

Electric Cooperative Accounting Requirements generally recognize the cost o f
removal o f a plant asset over the useful life o f that asset, as a component o f the
depreciation rate. The PP&E Accounting Proposal would require that the cost o f
removal be reflected in the results o f operations in the accounting period in which
such cost was incurred. Implementation o f this provision would result in increased
margin volatility, as the cost o f removal is reflected in a single accounting period.
Furthermore, from the standpoint o f rate-making fairness, failure to recognize the cost
o f removal over the asset’s life would inequitably shift the burden o f collection o f

Page Three
November 6, 2001

these costs from the customers using the plant asset to customers during the
retirement o f the plant asset.
Each o f the above accounting inconsistencies poses significant and adverse operational
problems for Iowa Lakes. The detrimental impacts o f each item should be carefully
considered and weighed against the identifiable and tangible benefits before the AICPA
AcSEC implements the attendant provisions o f the PP&E Accounting Proposal for
electric utilities.
Iowa Lakes appreciates the opportunity to provide these comments on the PP&E
Accounting Proposal and respectfully urges the AICPA AcSEC to seriously consider our
views. If you have any questions on our comments, please feel free to contact Chief
Financial Officer September Dau, CPA, Manager Shelly Tredway, CPA or myself.
Sincerely,

Terry L. Bruns, CPA
Executive Vice President/General Manager

September Dau, CPA
Director o f Finance and Human Resources

Shelly Tredway, CPA
Manager o f Accounting

MCV
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November 9, 2001

Mr. Mark Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accounts
1211 Avenue o f the Americas
New York, NY 10036-8775

Dear Mr. Simon:
The Midland Cogeneration Venture Limited Partnership (“MCV”) is pleased to comment
on the Exposure Draft, Proposed Statement o f Position (SOP) Accounting for Certain
Costs and Activities Related to Property, Plant and Equipment. In 1987, MCV was
formed as a limited partnership to convert a portion o f an incompleted nuclear power
plant into a natural gas-fired, combined cycle, cogeneration facility located in Midland
County, Michigan (the “Facility”). The Facility is capable o f generating approximately
1,500 megawatts o f electricity and approximately 1.5 million pounds o f process steam
per hour. The Facility primarily consists o f 12 gas turbine generators, 12 heat recovery
steam generators, two steam turbines and a back-pressure steam turbine.

MCV generally agrees with the use o f project stages to determine the timeframe for
capitalizing Property, Plant and Equipment (“PP&E”). We believe that once

management has authorized funding for a project, all costs incurred from that point on

100 Progress Place

Midland, MI 48640

(989) 633-7888

Fax (989) 633-7887

E-mail: jmrajewski@midcogen.com

AMERICA'S LARGEST COGENERATION PLANT

should be capitalized since management approval is a key element in determining the
viability o f a proposed capital project.

MCV disagrees with the requirement to use component depreciation unless it can be
demonstrated that composite or group depreciation would result in approximately the
same result as a component depreciation. The use o f component accounting or a
component based depreciation system will not improve the accuracy o f capital recovery
for the electric industry, but would result in having this industry make significant
programming and operational changes to their processes for capturing, capitalizing and
tracking asset costs. We believe the cost to demonstrate that composite or group
depreciation would net approximately the same results as component depreciation is
prohibitive and unnecessary.

MCV is providing responses below to several o f the questions put forth in the SOP.

Issues 2 and 3 - Project Framework

MCV agrees in principle with a project stage or timeline framework included in the
proposed SOP. However, timing should not be the only factor to determine if a cost is
expensed or capitalized. Specifically, costs should be capitalized or expensed based on
the kind o f activity that was performed and that the beginning and end o f each stage
should be determined by the kind o f activities being performed and not on a specific time
criteria. We believe that all costs directly related to the acquisition and construction o f
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PP&E should be the basis for capitalizing costs and not whether the costs were incurred
during one stage or another. Once management has authorized funding for a project, all
costs incurred from that point on for the construction or installation o f PP&E should be
capitalized since management approval is a key element in determining the viability o f a
proposed capital project. We recommend that the preliminary and pre-acquisition stages
be combined into a single stage since the distinction between the two stages is not readily
apparent.

Issue 4 - Accounting for Costs Incurred

MCV does not agree that the costs listed in paragraphs 23 and 28 are an all-inclusive list
o f costs that should be capitalized. For example, certain preliminary engineering costs
are normally deferred pending determination o f approval by management to proceed on
the new construction. Once approved, these engineering charges should be capitalized as
part o f the approved capital project.

MCV believes that companies should be able to have some flexibility in directing
specific costs to either capital or expense given circumstances that would require an
appropriate justification o f how the costs are to be distributed. Therefore, we recommend
that the costs listed be characterized as “examples, not intended to be inclusive,” to
prevent costs that could be appropriately assigned as “direct” from being excluded.
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Issue 5 - Real Estate Costs

MCV agrees with the guidance currently outlined in the SOP.

Issue 8 - Planned Major Maintenance Activities

MCV does not agree with the conclusions reached in the SOP that costs incurred for
planned major maintenance activities should be charged to expense. Planned major
maintenance activities extends the life o f the asset and make it work more efficiently,
therefore increasing the value o f the asset. Planned major maintenance costs can meet
either the definition o f an asset (probable future economic benefits . . . as a result o f past
transactions or events) or a liability (probable future sacrifices o f economic benefits . . .
as a result o f past transactions or events). For example, the cost o f incremental direct
contractor labor is assigned to major maintenance work orders on M CV ’s gas turbines.
These costs include such activities as the physical refurbishment o f the gas turbine blades
or the refurbishment o f tubes in the heat recovery steam generators. These costs were not
part o f the original asset base of the property units nor are they costs that are normally
incurred on an annual basis. These costs are deferred and amortized to expenses over a
three year period (to the next major maintenance activity for the gas turbine or the heat
recovery steam generator). The inability to defer and amortize these costs over the period
that benefits from these activities violates the matching principle and will result in
increased earnings volatility.

4

Issue 12, 13 and 14 - Component Accounting

Issues 12, 13 and 14 are o f paramount importance and MCV believes that the component
accounting approach proposed in the SOP is not necessarily appropriate for the electric
industry, including cogeneration facilities such as MCV.

Based on our limited accounting staff established in 1990, MCV initially created 6,000
individual property records that totaled $2.1 billion dollars o f PP&E for the entire
Facility. This approach was clearly intended to use a group accounting treatment by
major equipment categories for the Facility. Group depreciation lives were established
for each o f these individual units o f property.

Clearly, any attempt to shift to a componentization method o f accounting, including
component depreciation method, would be impracticable and cost prohibitive. Such a
change would not result in any corresponding improvement in the quality o f financial
reporting.

In addition, certain cogenerators have entered into long-term gas turbine parts agreements
with their equipment manufacturer. Starting in 1993, MCV amended its Service
Agreement with Alstom Power Inc. (gas turbine equipment manufacturer) to supply all
hot gas path parts (HGP parts) for all twelve MCV gas turbines. Approximately 8,000
individual component parts are associated with a complete gas turbine. These HGP parts
are supplied and installed in the gas turbines during all major scheduled “C” inspections

5

(“C” inspections are major overhauls and refurbishments done to the gas turbines
approximately every three years). Further, the agreement calls for Alstom Power Inc. to
supply and install all HGP parts for unscheduled outages on the gas turbines. Alstom
Power Inc., at its discretion, may supply either new or reconditioned HGP parts, provided
that the HGP part quality standards are maintained. MCV will pay Alstom Power Inc. a
lump sum fixed price of $266.5 million (in 1993 dollars) covering the entire term o f the
amended Service Agreement payable on the basis o f gas turbine operating hours, which is
expected to be completed by year-ended 2008. These payments are being deferred and
amortized to expense over the expected completion date under the amended Service
Agreement. This method provides a consistent and equitable approach to the expensing
of the cost for all replacement parts (whether new or refurbished) on M CV ’s gas turbines
without causing burdensome recordkeeping. It would be impracticable to attempt to
allocate the total fixed price outlined in the agreement to the thousands o f gas turbine
replacement parts used on the Facility throughout the agreement or future extensions.

Thus, the use o f component accounting or a component based depreciation system will
not improve the accuracy o f capital recovery, but would result in having to make
significant programming and operational changes in the processes for capturing,
capitalizing and tracking replacement asset costs.

6

Issues 16, 17, 18 and 1 9 -T ransition

MC V recommends that the effective date o f the final standard should be at least 18
months after the final rule is issued to allow adequate time for implementation.

Conclusion

Overall, MCV does not support 1) expensing all costs incurred in the early stages of
projects, 2) expensing overheads, 3) expensing costs o f planned major maintenance as
incurred, and 4) component accounting.

MCV appreciates this opportunity to provide comments on the AICPA’s proposal related
to Property, Plant, and Equipment.

Sincerely,

James M. Rajewski
Vice President & Controller
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Electric Cooperative

P.O. Box 758 • Dighton, KS 67839 • Phone (620) 397-5327 • Fax (620) 397-5997

November 12, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Lane-Scott Electric Cooperative appreciates the opportunity to submit written comments
regarding the above-referenced Proposed Statement o f Position (PP&E Accounting
Proposal) to the Accounting Standards Executive Committee (AcSEC) o f the American
Institute o f Certified Public Accountants (AICPA).
Lane-Scott is an electric cooperative in the state o f Kansas, providing electricity to
approximately 2650 consumers-owners in seven counties. Since we operate within the
capital-intensive electric utility industry, the PP&E Accounting Proposal would
significantly and negatively impact Lane-Scott’s accounting policies and administrative
costs. Over the past three years, additions to our total utility plant have averaged
$918,366 annually. During this same period, yearly reported patronage capital (margins)
has averaged $636,449. We conservatively estimate that, if adopted, this PP&E proposal
could decrease these margins by at least 41.6%. Resultant electric rates to our consumers
would have to be increased substantially to cover the incremental costs associated with
this proposal and to protect our financial integrity and credit rating.
Lane-Scott is required to follow accounting requirements promulgated by the Rural
Utilities Service (RUS). The PP&E Accounting Proposal raises significant ratemaking,
operational, and accounting concerns for Lane-Scott. The most significant o f these
concerns arise due to accounting inconsistencies between this proposal and the RUS
Uniform System o f Accounts and attendant RUS regulations and interpretations
(collectively, Electric Cooperative Accounting Requirements). The PP&E Accounting
Proposal and the attendant detrimental impacts to Lane-Scott include the following:

•

Electric Cooperative Accounting Requirements specify capitalization o f overheads in
support o f construction projects and permit capitalization o f an appropriate portion o f
administrative and general (A&G) costs.
In addition, Electric Cooperative
Accounting Requirements specify capitalization o f preliminary investigation and
survey (PI&S) charges.
The PP&E Accounting Proposal would prohibit
capitalization o f overheads, PI&S charges, and A&G costs.
Implementation o f these provisions would dramatically increase earnings volatility, as
these overhead, PI&S charges, and A&G costs would be expensed, rather than
capitalized as they are today. We estimate that the annual financial impact o f these
items would decrease our margins by at least $36,371 annually or more, depending
upon the extent o f the capital restrictions ultimately imposed. Furthermore, from the
standpoint o f rate-making fairness, failure to capitalize these costs would inequitably
shift the burden o f collection o f these costs from customers using the plant asset over
its useful life to existing customers at the time the plant asset is constructed.

•

Electric Cooperative Accounting Requirements prescribe the use o f the group method
o f depreciation for plant assets. The PP&E Accounting Proposal would require use o f
depreciation accounting by component, defined as “a tangible part or portion o f
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life”. The PP&E Accounting Proposal generally
prohibits the use o f a group method o f depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation o f this provision would require administrative reorganization to
comply with the data collection requirements, as well as expensive new automated
accounting systems — or at a minimum, significant upgrades to existing software. In
addition, determination o f material differences between the component and group
accounting methods would require record keeping for both methods, adding
significantly to plant record-keeping costs, as well as audit costs. The estimated costs
to upgrade automated systems and provide additional administrative record-keeping
and data input is projected to add at least $50,000 in one-time costs and will
conservatively exceed $264,639 on an annual basis thereafter. If adopted, our
staffing costs are projected to increase by at least $88,868 annually, or more than
25%, to support the extra administrative and reporting burdens o f this requirement.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions o f mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in the results o f operations
in the current accounting period. Implementation o f this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results o f operations. Annual gains / (losses) closed to the accumulated
depreciation account over the past three years have averaged $94,179. Electric rates

would likely require significant upward adjustment to provide for this increased
uncertainty of earnings.
•

Electric Cooperative Accounting Requirements generally recognize the cost of
removal of a plant asset over the useful life of that asset, as a component of the
depreciation rate. The PP&E Accounting Proposal would require that cost of removal
be reflected in the results of operations in the accounting period in which such cost
was incurred. Removal costs we’ve incurred over the past three years have averaged
$45,221 annually. Implementation of this provision would result in increased
earnings volatility, as cost of removal would be reflected in a single accounting
period. Furthermore, from the standpoint of ratemaking fairness, failure to recognize
cost of removal over the asset’s life would inequitably shift the burden of collection
of these costs from customers using the plant asset to customers during the retirement
of the plant asset.

Each of the above accounting inconsistencies pose operational problems and create
significant administrative burdens for Lane-Scott that will dramatically raise the cost of
electricity to our rural member owners. The detrimental impacts of each item should be
carefully considered and weighed against any identifiable benefits before the AICPA
AcSEC implements the attendant provision of the PP&E Accounting Proposal for electric
utilities. Further, we recommend that any and all decisions and changes impacting PP&E
be closely coordinated in advance with RUS and all other federal and state governmental
authorities regulating electric cooperatives and the electric industry.
Lane-Scott appreciates the opportunity to provide comments on the PP&E Accounting
Proposal and respectfully urges the AICPA AcSEC to consider its views. If questions
arise concerning these comments, please feel free to contact Earl N. Steffens at (620)
397-5327.

Sincerely Yours,

Earl N. Steffens, General Manager
Lane-Scott Electric Cooperative, Inc

CROW N

A M E R IC A N

November 14, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Simon:

Re: Proposed Statement of Position: Accounting for Certain Costs and Activities Related to
Property, Plant and Equipment
I am the Vice President and Chief Accounting Officer for Crown American Realty Trust, a public
REIT (NYSE: CWN) that owns and operates regional shopping malls. Our portfolio is comprised of 27
malls comprising over 16 million square feet of leasable area.
Crown American Realty Trust is an active member of the National Association of Real Estate
Investment Trusts (NAREIT), which has or will respond to the proposed SOP. In addition to supporting
the views presented in NAREIT’s letter, Crown American Realty Trust below addresses certain points
that we would like the AICPA to consider in its comment review process.
1.

Detailed Component Accounting - The proposed SOP would require that the capitalized cost and
depreciation of each PP&E Component be accounted for and tracked separately.
While Crown American does use component accounting, its use is limited to broad component
groups. Examples of Crown American’s components include roofing, parking lot paving, HVAC
systems, electrical, site improvements, and structure.
One of our concerns with the proposed SOP is that it is too broadly worded and would require a
much more detailed level of componentization to the point that the cost of implementation could
outweigh any benefits of adopting this change. I foresee the following issues:
•

First, to implement the provisions of the proposal would require that we further
componetize our PP&E, potentially into thousands of additional components. Although
the proposal provides an option to apply componentization either retroactively or
prospectively, the “penalty” associated with prospective adoption would probably force
us to adopt componentization on a retroactive basis. Implementation of the
componentization provisions of the proposal on a retroactive basis would require that we
engage cost study consultants to ascertain component costs. We estimate that the cost of
this exercise would be several hundred thousand dollars.

•

Second, the costs to administer the ongoing provisions of the proposal would be
significant. We would be required to track thousands of individual asset components.
Further, we could foresee for audit purposes that we would need to periodically test these
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Mr. Marc Simon
AICPA
November 14, 2001
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records against actual components. These ongoing requirements may result in added
corporate administrative staff to handle the additional workload.
•

Moreover, the componentization requirements of the proposed SOP are contrary to that
which has been embraced internationally for investment property accounting.
International Accounting Standard No. 40 (IAS 40), Investment Property, requires the
disclosure of fair value of an investment property in the financial statements or footnotes,
and views investment property as an integrated operating entity, not thousands of
components. AcSEC’s proposal is offered at a time when representatives of the Financial
Accounting Standards Board (FASB) and the Securities and Exchange Commission
continually espouse global convergence of accounting standards. We could envision
being forced to modify our accounting and financial reporting systems to implement the
provisions of the proposed SOP and amendments, only to again modify our systems at
some future point when global convergence becomes reality.

•

In the event the final SOP contains the detailed componentization requirements, we
request that investment property be exempted.
In the absence of a withdrawal of the componentization requirements of the proposal, we
strongly suggest that the Accounting Standards Executive Committee (AcSEC) consider
an alternative approach for PP&E cost componentization that would entail a more
reasonable level and be more cost effective. One approach that we could consider
embracing would include a componentization of a PP&E asset into categories by the
useful lives of components. These categories might number a dozen or more for
investment property. Components within these “useful-life categories” would be
accounted for using the group method of depreciation. No “losses” (remaining net book
values) would be recognized in earnings at the time of replacement. These “losses” could
be minimized through more precise determination of useful lives of major components
and regular comparisons of the parameters used with actual experience.

2.

Elimination of Deferred Costs - The proposed SOP would virtually eliminate the concept of
deferred cost accounting as it relates to PP&E. This is troubling to us as it is contrary to the
concept of matching costs to periods that benefit from such costs, which is the essence of accrual
basis accounting. Deferral of PP&E costs has not been difficult to apply in practice in our
experience and produces a more accurate depiction of our results of operations than immediate
expensing. Deferral is also consistent with how management makes decision concerning such
expenditures.

3.

Cost Capitalization Issues - The SOP concludes that only costs of PP&E and PP&E components
and the direct costs of acquiring, developing, and / or installing them may be capitalized.
In the Real Estate Industry, numerous costs are incurred at various stages of the Project’s Life
Cycle. Common examples of such costs include market / feasibility studies during the pre
development stage; architectural and engineering costs, legal fees, property taxes and insurance
during the development stage; and ongoing property maintenance costs in the operational stage.
In making decisions about whether to make real estate investments, all such costs are typically
included in the economic analyses. This is common in our industry. The proposed SOP and FAS
compound a growing divergence between “GAAP” financial reporting practices and the
accounting practices actually used by management to make decisions and assess performance
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Mr. Marc Simon
AICPA
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from our real estate investments. The proposed changes do not improve reporting for investors,
and in fact tend to widen the gap between information provided to third parties from what is used
internally to run and manage the business. This is not an encouraging trend.
4.

Limitation on Capitalization of Indirect and Overhead Costs - The proposed SOP would limit the
capitalization of costs to internal staff directly associated with specific projects and further limit
the costs of such employees to payroll and payroll benefit related costs only.
Real Estate companies and management have a clear understanding of those individuals who are
involved in real estate development, both direct and indirect. We are unaware of abuses in this
area, or problems in identifying the proper costs to be capitalized. The limitations noted in the
SOP seem to be contrary with GAAP fu ll cost absorption concepts used by manufacturing
companies, and instead appear to analogize to the direct costing concept for inventories.

In conclusion, the proposed SOP deals with a highly complex subject matter that could have
considerable impacts on many industries. On behalf of Crown American, I sincerely hope that all of the
issues are thoroughly discussed and addressed before massive changes occur. Thank you for your
consideration of the matters addressed herein. If you have any questions regarding this response, please
contact the undersigned at (814) 536-9551.
Sincerely,
CROWN AMERICAN REALTY TRUST

John A. Washko
Vice President and Chief Accounting Officer

JAW/abg
Cc:

Mr. Timothy S. Lucas - Financial Accounting Standards Board
Mr. Terry Stevens - Crown American Realty Trust
Mr. Patrick O’Grady - Andersen, LLP
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November 12, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs and
Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
I am the attorney for The Ark Valley Electric Cooperative Association, Inc.
Ark Valley Electric appreciates the opportunity to submit written comments regarding the abovereferenced Proposed Statement o f Position (PP&E Accounting Proposal) to the Accounting
Standards Executive Committee (AcSEC) o f the American Institute o f Certified Public Accountants
(AICPA).
Ark Valley Electric is an electric cooperative in the state o f Kansas, providing electricity to
approximately 4,000 consumers-owners with approximately 65,000 electric poles in nine counties,
and only employs fourteen personnel. Since we operate within the capital-intensive electric utility
industry, the PP&E Accounting Proposal would significantly and negatively impact Ark Valley
Electric’s accounting policies and administrative costs. Over the past three years, additions to our
total utility plant have averaged $603,517 annually. During this same period, yearly reported
patronage capital (margins) has averaged $1,128,484. We conservatively estimate that, if adopted,
this PP&E proposal could decrease these margins by at least 20.7%. Resultant electric rates to our
consumers would have to be substantially increased to cover the incremental costs associated with
this proposal and to protect our financial integrity and credit rating.
Ark Valley Electric is required to follow accounting requirements promulgated by the Rural Utilities
Service (RUS). The PP&E Accounting Proposal raises significant ratemaking, operational, and
accounting concerns for Ark Valley Electric. The most significant o f these concerns arise due to
accounting inconsistencies between this proposal and the RUS Uniform System o f Accounts and
attendant RUS regulations and interpretations (collectively, Electric Cooperative Accounting
Requirements). The PP&E Accounting Proposal and the attendant detrimental impacts to Ark Valley

Electric include the following:
• Electric Cooperative Accounting Requirements specify capitalization o f overheads in support
o f construction projects and permit capitalization o f an appropriate portion o f administrative and
general (A&G) costs. In addition, Electric Cooperative Accounting Requirements specify
capitalization o f preliminary investigation and survey (PI&S) charges. The PP&E Accounting
Proposal would prohibit capitalization o f overheads, PI&S charges, and A&G costs.
Implementation of these provisions would dramatically increase earnings volatility, as these
overhead, PI&S charges, and A&G costs would be expensed, rather than capitalized as they are
today. We estimate that the annual financial impact o f these items would decrease our margins
by at least $44,846 annually or more, depending upon the extent o f the capital restrictions
ultimately imposed. Furthermore, from the
standpoint o f rate-making fairness, failure to capitalize these costs would inequitably
shift the burden o f collection o f these costs from customers using the plant asset over
its useful life to existing customers at the time the plant asset is constructed.
• __Electric Cooperative Accounting Requirements prescribe the use o f the group method of
depreciation for plant assets. The PP&E Accounting Proposal would require use o f depreciation
accounting by component, defined as “a tangible part or portion o f [plant] that can be separately
identified as an asset and depreciated or amortized over its own separate expected useful life”.
The PP&E Accounting Proposal generally prohibits the use o f a group method o f depreciation,
unless it can be shown by the entity that the asset balances and operating results under the group
method is not materially different from that obtained under the component method.
Implementation of this provision would require administrative reorganization to comply with the
data collection requirements, as well as expensive new automated accounting systems —or at
a minimum, significant upgrades to existing software. In addition, determination o f material
differences between the component and group accounting methods would require record keeping
for both methods, adding significantly to plant record-keeping costs, as well as audit costs. The
estimated costs to upgrade automated systems and provide additional administrative record
keeping and data input is projected to add at least $50,000 in one-time costs and will
conservatively exceed $258,050 on an annual basis thereafter. If adopted, we project an
additional 3 to 4 employees will need to be on staff to fulfill this requirement. Our staffing costs
are projected to increase by at least $114,592 annually, or more than 25%, to support the extra
administrative and reporting burdens o f this requirement.
•

Electric Cooperative Accounting Requirements, consistent with group depreciation accounting
convention, generally prescribe that gains and losses on normal dispositions o f mass assets be
closed to the accumulated depreciation account, under the theory that over time gains and losses
will net out. The PP&E Accounting Proposal would require that gains and losses be reflected
in the results o f operations in the current accounting period. Implementation o f this provision
would result in increased earnings volatility, as gains and losses on plant disposition are reflected
in the current results o f operations. Annual gains closed to the accumulated depreciation account
over the past three years have averaged $47,572. Electricity rates would likely require
significant upward adjustment to provide for this increased uncertainty o f earnings.

•

Electric Cooperative Accounting Requirements generally recognize the cost o f removal o f a
plant asset over the useful life o f that asset, as a component o f the depreciation rate. The PP&E
Accounting Proposal would require that cost o f removal be reflected in the results o f operations
in the accounting period in which such cost was incurred. Removal costs w e’ve incurred over
the past three years have averaged $51,039 annually. Implementation o f this provision would
result in increased earnings volatility, as cost o f removal would be reflected in a single
accounting period. Furthermore, from the standpoint o f ratemaking fairness, failure to recognize
cost o f removal over the asset’s life would inequitably shift the burden o f collection o f these
costs from customers using the plant asset to customers during the retirement o f the plant asset.

Each o f the above accounting inconsistencies pose operational problems and create significant
administrative burdens for Ark Valley Electric that will dramatically raise the cost o f electricity for
our rural member owners. The detrimental impacts o f each item should be carefully considered and
weighed against any identifiable benefits before the AICPA AcSEC implements the attendant
provision o f the PP&E Accounting Proposal for electric utilities. Further, we recommend that any
and all decisions and changes impacting PP&E be closely coordinated in advance with RUS and all
other federal and state governmental authorities regulating electric cooperatives and the electric
industry.
Ark Valley Electric appreciates the opportunity to provide comments on the PP&E Accounting
Proposal and respectfully urges the AICPA AcSEC to consider its views. If questions arise
concerning these comments, please feel free to contact Richard Benjes at 620-669-8055.

Sincerely,

FRANKLIN&MARSHALL
November 14, 2001

Marc Simon
Technical Manager
Accounting Standards, File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Subject:
Exposure draft of the proposed AICPA Statement of Position (SOP),
Accounting tor Certain Costs and Activities Related to Property, Piant and Equipment.

Dear Mr. Simon:
Thank you for the opportunity to respond to the exposure draft indicated above. As a
not-for-profit four-year residential college, we are concerned with the impact that this
exposure draft will have on our organization. We feel that the costs of applying this SOP
to a not-for-profit organization will not exceed the benefits as discussed below:
1 . Paragraphs 49 through 56 of the proposed SOP discuss component
accounting. To comply with this provision, significant and costly revisions
would be required to our accounting and property management systems. In
addition, because more detailed information will be needed for the required
accounting calculations, our capital program management procedures and
policies would have to be revised. Our current procedures provide very
reasonable financial statement information, and the new requirements would
not result in any material improvement in our financial reporting.
2. Paragraphs 15 through 41 of the proposed SOP discuss project stage or
timeline framework.
To comply with this provision, our general ledger
recording procedures would have to be revised in order to track expenditures
in accordance with the four stages. This provision would create differences
between the accounting records and the capital program management
schedules and would complicate our budgeting process.
In addition, our organization is engaged in federally sponsored research and must comply
with the various OMB Circulars.
Complying with the federal provisions will be
complicated with the changes needed to adopt the provisions of this exposure draft.
This exposure draft will also affect our tax-exempt financing calculations under the asset
life tests required by IRS regulations.

O ffice

of

C ontroller

Franklin & M arshall C ollege
T elephone: 717.291.3927

P.O. Box 3003

L ancaster , P ennsylvania 17604-3003

Fax : 717.291.4370

• Page 2

November 14, 2001

Our conclusion is therefore to strongly urge that not-for-profit organizations be
exempted from the provision of the SOP. The requirements for the component
accounting would be particularly burdensome for us with little improvement in the
reasonableness of our financial reporting.
Sincerely,

7 ^ £
Paul E. Metzger
Controller

Eleanor M. Lewis
Financial Accountant

November 15, 2001
Mr. Marc Simon
Technical Manager,
Accounting Standards
File4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, New York 10036-8775
Re: Exposure Draft, Proposed Statement o f Position, Accounting fo r Certain Costs and
Activities Related to Property, Plant and Equipment
Dear Marc:
Thank you for the opportunity to provide input to the Accounting Standards Executive
Committee’s (AcSEC) project on property, plant and equipment (PP&E) accounting. We
appreciate the considerable effort that has been invested in this project as well as the
consideration you give to input received from the field. This letter provides our
comments on the June 29, 2001 Exposure Draft (ED) referenced above.
The National Association o f College and University Business Officers (NACUBO)
represents more than 2,100 colleges and universities. Our members include both public
and private campuses, as well as independent primary and secondary schools. Our
primary representatives include the chief financial officers o f these organizations,
although many o f their staff also are active participants in NACUBO programs and
activities. The comments presented in this letter evolve from input provided by our
members and more specifically from the members o f NACUBO’s Accounting Principles
Council (APC). The APC is a standing body comprised o f representatives from member
institutions. All o f these individuals have demonstrated expertise and interest in issues
relating to financial accounting and reporting as well as management analysis and
reporting. In addition, ex officio members o f the APC include representatives o f
organizations such as the American Accounting Association, the Association o f College
and University Auditors, and the Institute o f Management Accountants.
NACUBO recognizes the importance o f having effective standards to guide the
development and presentation o f financial information beneficial to all users o f financial
statements. We have been an active participant in various projects related to financial
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accounting and reporting standards, including playing an active role with the Financial
Accounting Standards Board, the Governmental Accounting Standards Board, and past
committees o f the AICPA. In each o f these activities, we have tried to balance the needs
o f users against the costs and other impacts o f various standards.
The issue o f cost/benefit is o f primary concern to NACUBO in this particular instance.
Although it is important that appropriate standards exist for accounting for PP&E, we are
concerned that the requirements o f the ED impose a significant additional cost to
preparers without significantly enhancing the overall quality o f the information being
presented. We anticipate that it would take a large investment o f time and effort to
comply with the elements o f the new standard.
Many o f our member institutions are small to medium-size private institutions that
experienced two major administrative cost impacts in recent years: the implementation o f
FASB Statement Nos. 116 and 117 and the acquisition and implementation o f new
administrative systems. This SOP has the potential to require changes to these new
systems at a time when campuses are just getting used to the new environment. We do
not understand the benefit that will be realized to warrant the costs that would be
incurred. Stated differently, we do not understand what problem this standard seeks to
address— especially as it relates to the not-for-profit environment.
The issue o f cost/benefit is only one aspect o f our concern with the ED. Not-for-profit
colleges and universities also will have a problem due to their participation in federallysponsored research programs. These institutions currently are subject to rules
promulgated by the federal Office o f Management & Budget (OMB). One such rule
appears in Circular A-21, Cost Principles fo r Educational Institutions. Paragraph
J( 12)(a)(2) o f A-21 mandates that those colleges and universities claiming reimbursement
for facilities costs utilize the same depreciation accounting for costing purposes that they
use in their GAAP-basis financial statements. Any changes, such as the ones contained in
the ED, would force these institutions to go through a cumbersome disclosure/approval
process in order to implement the changes required by the ED. This could be especially
problematic for institutions operating under multi-year rate agreements. Those
institutions would incur the cost o f changes needed to comply with the ED, incur
additional costs to submit the required disclosures to their federal cognizant agency, and
potentially be deemed to be “out o f compliance” with the requirements o f OMB Circular
A-21 until their rate agreements come up for renewal.
The above problem may not be one merely o f timing. We have contacted representatives
o f OMB to discuss the proposed standard. They have expressed concerns about the
potential impact the standard could have on the amount o f costs reimbursed by the federal
government. Additionally, they are concerned about the impact that these changes could
have on institutions who may find themselves out o f compliance. It is especially
troubling that these representatives were unwilling to speculate on the likelihood that
OMB would modify Circular A-21 if the standard becomes final. In fact, they indicated
that the current political climate in Washington with respect to new or additional
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regulations is such that it would be unlikely that Circular A-21 would be amended
anytime soon. This would create an untenable situation for many institutions, especially
those with long-term rate agreements.
There is one final problem with the proposed standard that we must identify. For several
years now, the higher education industry has been divided from a financial reporting
perspective. As you know, the FASB has promulgated one reporting model for use by
not-for-profit organizations, including private colleges and universities, while GASB
institutions continue to report using the AICPA’s audit guide for colleges and
universities. After several years o f trying to wrestle with the complexities o f this
situation, relief is on the horizon with the GASB’s issuance o f GASB Statement Nos. 34
and 35. These standards significantly close the gap between public and private higher
education financial reporting. It’s not a perfect situation as there remain some differences
between the two reporting models. Still, it’s a vast improvement over the situation that
will have existed for more than five years between the effective date o f FASB Statement
Nos. 116 and 117 and the effective date for GASB Statement Nos. 34 and 35. We are
most troubled that this standard, if applied to not-for-profits, would have the effect o f
creating more differences between the reporting models employed by public and private
higher education.
Based on the various problems identified above, NACUBO asks that the standard, if
issued, be amended so that it is not applicable to not-for-profit organizations. We believe
this will not have a negative impact on the quality and usefulness o f college and
university financial statements. On the other hand, from a positive perspective, it will
avoid the investment o f significant amounts o f financial resources for this effort as well
as the potential problems created by noncompliance with OMB requirements.
We appreciate this opportunity to comment on this ED and look forward to answering any
questions the AcSEC or staff my have about the above comments. Please direct your
questions to Larry Goldstein at 434-973-1731 or Larry.Goldstein@nacubo.org.
Sincerely,

Mark Olson
Senior Vice President

Larry Goldstein
Senior Fellow
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Prairie Energy
Cooperative
A Touchstone Energy’ Cooperative
The power o f human connections.

P.O. Box 353 • Clarion, IA 50525 • 1-800-728-0013
Ph: 515-532-2805 . Fax: 515-532-3056

November 12, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
RE:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant and Equipment”

Dear Mr. Simon:
Prairie Energy Cooperative appreciates the opportunity to submit written comments
regarding the above-referenced Proposed Statement o f Position (PP&E Accounting
Proposal) to the Accounting Standards Executive Committee (AcSEC) o f the American
Institute o f Certified Public Accountants (AICPA).
Prairie Energy Cooperative is an electric cooperative in Iowa, providing electricity to
approximately 3500 consumers-owners in 11 counties. Since Prairie Energy Cooperative
operates within the capital-intensive electric utility industry, the PP&E Accounting
Proposal would significantly impact Prairie Energy Cooperative’s accounting policies.
Prairie Energy Cooperative is required to follow accounting requirements promulgated by
the Rural Utilities Service (RUS). The PP&E Accounting Proposal raises significant
rate-making, operational, and accounting concerns for Prairie Energy Cooperative. The
most significant problem is the accounting inconsistencies between this proposal and the
RUS Uniform System o f Accounts and attendant RUS regulations and interpretations
(collectively, Electric Cooperative Accounting Requirements). The PP&E Accounting
Proposal and the attendant detrimental impacts to Prairie Energy Cooperative include the
following:
•

Electric Cooperative Accounting Requirements specify capitalization o f
overheads in support o f construction projects and permit capitalization o f an
appropriate portion o f administrative and general (A&G) costs. In addition,
Electric Cooperative Accounting Requirements specify capitalization o f
preliminary investigation and survey (PS&I) charges. The PP&E Accounting
Proposal would prohibit capitalization o f overheads, PS&I charges, and A&G

costs. Implementation o f these provisions would result in the unfavorable
outcome o f increased earnings volatility, as these overhead, PS&I charges, and
A&G costs are expensed, rather than capitalized. We estimate the impact to our
financial statements for these items to be approximately $75,000 on an annual
basis. Approximately 45% o f this amount relates to overheads, 35% relates to
A&G costs and 20% relates to PS&I charges. Furthermore, from the standpoint
o f rate-making fairness, failure to capitalize these costs would inequitably shift
the burden o f collection o f these costs from customers using the plant asset over
its useful life to customers during the construction o f the plant asset.
•

Electric Cooperative Accounting Requirements prescribe use o f the group method
o f depreciation for plant assets. The PP&E Accounting Proposal would require
use o f depreciation accounting by component, defined as “a tangible part or
portion o f plant that can be separately identified as an asset and depreciated or
amortized over its own separate expected useful life.” The PP&E Accounting
Proposal generally prohibits the use o f a group method o f depreciation, unless it
can be shown by the entity that the asset balances and operating results under the
group method is not materially different from that obtained under the component
method. Implementation o f this provision would require administrative
reorganization to comply with the data collection requirements, as well as
installation o f expensive automated accounting systems. In addition,
determination o f material differences between the component and group
accounting methods would require record-keeping for both methods, adding
significantly to plant record-keeping costs. The estimated costs to upgrade
automated systems and provided additional administrative record-keeping and
data input would be prohibitive in one-time costs and extremely time consuming
on an annual basis, respectively.

•

Electric Cooperative Accounting Requirements, consistent with group
depreciation accounting convention, generally prescribe that gains and losses on
normal dispositions o f mass assets be closed to the accumulated depreciation
account, under the theory that over time gains and losses will net out. The PP&E
Accounting Proposal would require that gains and losses be reflected in results o f
operations in the current accounting period. Implementation o f this provision
would result in increased earnings volatility, as gains and losses on plant
disposition are reflected in the current results o f operations. Our electricity rates
would likely have to be raised to provided for this increased uncertainty o f
earnings.

•

Electric Cooperative Accounting Requirements generally recognize the cost o f
removal o f a plant asset over the useful life o f that asset, as a component o f the
depreciation rate. The PP&E Accounting Proposal would require that cost o f
removal be reflected in the results o f operations in the accounting period in which
such cost was incurred. Cost o f removal incurred over the past five years has
averaged $75,000. Implementation o f this provision would result in increased
earnings volatility, as cost o f removal is reflected in a single accounting period.

Furthermore, from the standpoint o f rate-making fairness, failure to recognize cost
o f removal over the asset’s life would inequitably shift the burden o f collection o f
these costs from customers using the plant asset to customers during the
retirement o f the plant asset.
Each o f the above accounting inconsistencies poses operational problems for Prairie
Energy Cooperative. The detrimental impacts o f each item should be carefully
considered and weighed against any identifiable benefits before the AICPA AcSEC
implements the attendant provision o f the PP&E Accounting Proposal for electric
utilities.
Prairie Energy Cooperative appreciates the opportunity to provide comments on the
PP&E Accounting Proposal and respectfully urges the AICPA AcSEC to consider our
views. If you have any questions on our comments, please feel free to contact, Mr.
Darrell G off at 641-923-2654.
Sincerely,

Mr. Mike Hagen
Executive VP/GM
Prairie Energy Cooperative
2099 Highway 3 West
Clarion, IA 50525

The Ark Valley Electric
Cooperative Association, Inc.
Street Address: 10 East 10th Street, South Hutchinson, Kansas 67505
Mailing Address: P. O. Box 1246, Hutchinson, Kansas 67504-1246

Touchstone Energy ®
Phone: (620) 662-6661
Fax: (620) 665-0148

November 12, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Ark Valley Electric appreciates the opportunity to submit written comments regarding the
above-referenced Proposed Statement o f Position (PP&E Accounting Proposal) to the
Accounting Standards Executive Committee (AcSEC) o f the American Institute o f
Certified Public Accountants (AICPA).
Ark Valley Electric is an electric cooperative in the state o f Kansas, providing electricity
to approximately 4,000 consumers-owners with approximately 65,000 electric poles in
nine counties, and only employs fourteen personnel. Since we operate within the capitalintensive electric utility industry, the PP&E Accounting Proposal would significantly and
negatively impact Ark Valley Electric’s accounting policies and administrative costs.
Over the past three years, additions to our total utility plant have averaged $603,517
annually. During this same period, yearly reported patronage capital (margins) has
averaged $1,128,484. We conservatively estimate that, if adopted, this PP&E proposal
could decrease these margins by at least 20.7%. Resultant electric rates to our consumers
would have to be substantially increased to cover the incremental costs associated with
this proposal and to protect our financial integrity and credit rating.
Ark Valley Electric is required to follow accounting requirements promulgated by the
Rural Utilities Service (RUS). The PP&E Accounting Proposal raises significant

ratemaking, operational, and accounting concerns for Ark Valley Electric. The most
significant o f these concerns arise due to accounting inconsistencies between this
proposal and the RUS Uniform System o f Accounts and attendant RUS regulations and
interpretations (collectively, Electric Cooperative Accounting Requirements). The PP&E
Accounting Proposal and the attendant detrimental impacts to Ark Valley Electric include
the following:
• Electric Cooperative Accounting Requirements specify capitalization o f overheads in
support o f construction projects and permit capitalization o f an appropriate portion o f
administrative and general (A&G) costs.
In addition, Electric Cooperative
Accounting Requirements specify capitalization o f preliminary investigation and
survey (PI&S) charges.
The PP&E Accounting Proposal would prohibit
capitalization o f overheads, PI&S charges, and A&G costs.
Implementation o f these provisions would dramatically increase earnings volatility, as
these overhead, PI&S charges, and A&G costs would be expensed, rather than
capitalized as they are today. We estimate that the annual financial impact o f these
items would decrease our margins by at least $44,846 annually or more, depending
upon the extent o f the capital restrictions ultimately imposed. Furthermore, from the
standpoint o f rate-making fairness, failure to capitalize these costs would inequitably
shift the burden o f collection o f these costs from customers using the plant asset over
its useful life to existing customers at the time the plant asset is constructed.
•

Electric Cooperative Accounting Requirements prescribe the use o f the group method
o f depreciation for plant assets. The PP&E Accounting Proposal would require use o f
depreciation accounting by component, defined as “a tangible part or portion o f
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life”. The PP&E Accounting Proposal generally
prohibits the use o f a group method o f depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation o f this provision would require administrative reorganization to
comply with the data collection requirements, as well as expensive new automated
accounting systems -- or at a minimum, significant upgrades to existing software. In
addition, determination o f material differences between the component and group
accounting methods would require record keeping for both methods, adding
significantly to plant record-keeping costs, as well as audit costs. The estimated costs
to upgrade automated systems and provide additional administrative record-keeping
and data input is projected to add at least $50,000 in one-time costs and will
conservatively exceed $258,050 on an annual basis thereafter. If adopted, we project
an additional 3 to 4 employees will need to be on staff to fulfill this requirement. Our
staffing costs are projected to increase by at least $114,592 annually, or more than
25%, to support the extra administrative and reporting burdens o f this requirement.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions o f mass assets be closed to the accumulated depreciation account, under

the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in the results o f operations
in the current accounting period. Implementation o f this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results o f operations.
Annual gains closed to the accumulated
depreciation account over the past three years have averaged $47,572. Electricity
rates would likely require significant upward adjustment to provide for this increased
uncertainty o f earnings.
•

Electric Cooperative Accounting Requirements generally recognize the cost o f
removal o f a plant asset over the useful life o f that asset, as a component o f the
depreciation rate. The PP&E Accounting Proposal would require that cost o f removal
be reflected in the results o f operations in the accounting period in which such cost
was incurred. Removal costs w e’ve incurred over the past three years have averaged
$51,039 annually. Implementation o f this provision would result in increased
earnings volatility, as cost o f removal would be reflected in a single accounting
period. Furthermore, from the standpoint o f ratemaking fairness, failure to recognize
cost o f removal over the asset’s life would inequitably shift the burden o f collection
o f these costs from customers using the plant asset to customers during the retirement
o f the plant asset.

Each o f the above accounting inconsistencies pose operational problems and create
significant administrative burdens for Ark Valley Electric that will dramatically raise the
cost o f electricity for our rural member owners. The detrimental impacts o f each item
should be carefully considered and weighed against any identifiable benefits before the
AICPA AcSEC implements the attendant provision o f the PP&E Accounting Proposal for
electric utilities. Further, we recommend that any and all decisions and changes
impacting PP&E be closely coordinated in advance with RUS and all other federal and
state governmental authorities regulating electric cooperatives and the electric industry.
Ark Valley Electric appreciates the opportunity to provide comments on the PP&E
Accounting Proposal and respectfully urges the AICPA AcSEC to consider its views. If
questions arise concerning these comments, please feel free to contact Bob Hall at 620662-6661.

Sincerely Yours,

Bob Hall
General Manager

The Ark Valley Electric
Cooperative Association, Inc.
Street Address: 10 East 10th Street, South Hutchinson, Kansas 67505
Mailing Address: P. O. Box 1246, Hutchinson, Kansas 67504-1246

Touchstone Energy ®
Phone: (620) 662-6661
Fax: (620) 665-0148

November 12, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
Fde4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Ark Valley Electric appreciates the opportunity to submit written comments regarding the
above-referenced Proposed Statement o f Position (PP&E Accounting Proposal) to the
Accounting Standards Executive Committee (AcSEC) o f the American Institute o f
Certified Public Accountants (AICPA).
Ark Valley Electric is an electric cooperative in the state o f Kansas, providing electricity
to approximately 4,000 consumers-owners with approximately 65,000 electric poles in
nine counties, and only employs fourteen personnel. Since we operate within the capitalintensive electric utility industry, the PP&E Accounting Proposal would significantly and
negatively impact Ark Valley Electric’s accounting policies and administrative costs.
Over the past three years, additions to our total utility plant have averaged $603,517
annually. During this same period, yearly reported patronage capital (margins) has
averaged $1,128,484. We conservatively estimate that, if adopted, this PP&E proposal
could decrease these margins by at least 20.7%. Resultant electric rates to our consumers
would have to be substantially increased to cover the incremental costs associated with
this proposal and to protect our financial integrity and credit rating.
Ark Valley Electric is required to follow accounting requirements promulgated by the
Rural Utilities Service (RUS). The PP&E Accounting Proposal raises significant

ratemaking, operational, and accounting concerns for Ark Valley Electric. The most
significant o f these concerns arise due to accounting inconsistencies between this
proposal and the RUS Uniform System o f Accounts and attendant RUS regulations and
interpretations (collectively, Electric Cooperative Accounting Requirements). The PP&E
Accounting Proposal and the attendant detrimental impacts to Ark Valley Electric include
the following:
• Electric Cooperative Accounting Requirements specify capitalization o f overheads in
support o f construction projects and permit capitalization o f an appropriate portion o f
administrative and general (A&G) costs.
In addition, Electric Cooperative
Accounting Requirements specify capitalization o f preliminary investigation and
survey (PI&S) charges.
The PP&E Accounting Proposal would prohibit
capitalization o f overheads, PI&S charges, and A&G costs.
Implementation o f these provisions would dramatically increase earnings volatility, as
these overhead, PI&S charges, and A&G costs would be expensed, rather than
capitalized as they are today. We estimate that the annual financial impact o f these
items would decrease our margins by at least $44,846 annually or more, depending
upon the extent o f the capital restrictions ultimately imposed. Furthermore, from the
standpoint o f rate-making fairness, failure to capitalize these costs would inequitably
shift the burden o f collection o f these costs from customers using the plant asset over
its useful life to existing customers at the time the plant asset is constructed.
•

Electric Cooperative Accounting Requirements prescribe the use o f the group method
o f depreciation for plant assets. The PP&E Accounting Proposal would require use o f
depreciation accounting by component, defined as “a tangible part or portion o f
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life”. The PP&E Accounting Proposal generally
prohibits the use o f a group method o f depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation o f this provision would require administrative reorganization to
comply with the data collection requirements, as well as expensive new automated
accounting systems — or at a minimum, significant upgrades to existing software. In
addition, determination o f material differences between the component and group
accounting methods would require record keeping for both methods, adding
significantly to plant record-keeping costs, as well as audit costs. The estimated costs
to upgrade automated systems and provide additional administrative record-keeping
and data input is projected to add at least $50,000 in one-time costs and will
conservatively exceed $258,050 on an annual basis thereafter. I f adopted, we project
an additional 3 to 4 employees will need to be on staff to fulfill this requirement. Our
staffing costs are projected to increase by at least $114,592 annually, or more than
25%, to support the extra administrative and reporting burdens o f this requirement.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions o f mass assets be closed to the accumulated depreciation account, under

the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in the results o f operations
in the current accounting period. Implementation o f this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results o f operations.
Annual gains closed to the accumulated
depreciation account over the past three years have averaged $47,572. Electricity
rates would likely require significant upward adjustment to provide for this increased
uncertainty o f earnings.
•

Electric Cooperative Accounting Requirements generally recognize the cost o f
removal o f a plant asset over the useful life o f that asset, as a component o f the
depreciation rate. The PP&E Accounting Proposal would require that cost o f removal
be reflected in the results o f operations in the accounting period in which such cost
was incurred. Removal costs w e’ve incurred over the past three years have averaged
$51,039 annually. Implementation o f this provision would result in increased
earnings volatility, as cost o f removal would be reflected in a single accounting
period. Furthermore, from the standpoint o f ratemaking fairness, failure to recognize
cost o f removal over the asset’s life would inequitably shift the burden o f collection
o f these costs from customers using the plant asset to customers during the retirement
o f the plant asset.

Each o f the above accounting inconsistencies pose operational problems and create
significant administrative burdens for Ark Valley Electric that will dramatically raise the
cost o f electricity for our rural member owners. The detrimental impacts o f each item
should be carefully considered and weighed against any identifiable benefits before the
AICPA AcSEC implements the attendant provision o f the PP&E Accounting Proposal for
electric utilities. Further, we recommend that any and all decisions and changes
impacting PP&E be closely coordinated in advance with RUS and all other federal and
state governmental authorities regulating electric cooperatives and the electric industry.
Ark Valley Electric appreciates the opportunity to provide comments on the PP&E
Accounting Proposal and respectfully urges the AICPA AcSEC to consider its views. If
questions arise concerning these comments, please feel free to contact Jackie Holmberg
at 620-662-6661.

Sincerely Yours,

Jackie Holmberg
Office Manager

Rideta Electric
Cooperative, Inc.
Highway 2 West
P. O. Box 391
Mount Ayr, IA 50854
Telephone: (515) 464-2244
FAX: (515)464-2369

November 7,2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, N Y 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Rideta Electric Cooperative, Inc. appreciates the opportunity to submit written comments
regarding the above-referenced Proposed Statement o f Position (PP&E Accounting
Proposal) to the Accounting Standards Executive Committee (AcSEC) o f the American
Institute o f Certified Public Accountants (AICPA).
Rideta Electric Cooperative, Inc. is an electric cooperative in Iowa, providing electricity
to approximately 2,700 consumers-owners in 4 counties. Since Rideta Electric
Cooperative, Inc. operates within the capital-intensive electric utility industry, the PP&E
Accounting Proposal would significantly impact Rideta Electric Cooperative, Inc.
accounting policies.
Rideta Electric Cooperative, Inc. is required to follow accounting requirements
promulgated by the Rural Utilities Service (RUS). The PP&E Accounting Proposal
raises significant rate-making, operational, and accounting concerns for Rideta Electric
Cooperative, Inc. The most significant problem is the accounting inconsistencies
between this proposal and the RUS Uniform System o f Accounts and attendant RUS
regulations and interpretations (collectively, Electric Cooperative Accounting
Requirements). The PP&E Accounting Proposal and the attendant detrimental impacts to
Rideta Electric Cooperative, Inc. include the following:
•

Electric Cooperative Accounting Requirements specify capitalization o f overheads in
support o f construction projects and permit capitalization o f an appropriate portion o f
administrative and general (A&G) costs. In addition, Electric Cooperative
Accounting Requirements specify capitalization o f preliminary investigation and

A Touchstone Energy Partner

survey (PS&I) charges. The PP&E Accounting Proposal would prohibit
capitalization of overheads, PS&I charges, and A&G costs.
Implementation of these provisions would result in the unfavorable outcome of
increased earnings volatility, as these overhead, PS&I charges, and A&G costs are
expensed, rather than capitalized. We estimate the impact to greatly affect our
operation on our financial statements on an annual basis. Furthermore, from the
standpoint of rate-making fairness, failure to capitalize these costs would inequitably
shift the burden of collection of these costs from customers using the plant asset over
its useful life to customers during the construction of the plant asset.

•

Electric Cooperative Accounting Requirements prescribe use of the group method of
depreciation for plant assets. The PP&E Accounting Proposal would require use of
depreciation accounting by component, defined as “a tangible part or portion of
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life.” The PP&E Accounting Proposal generally
prohibits the use of a group method of depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation of this provision would require administrative reorganization to
comply with the data collection requirements, as well as installation of expensive
automated accounting systems. In addition, determination of material differences
between the component and group accounting methods would require record-keeping
for both methods, adding significantly to plant record-keeping costs. The estimated
costs to upgrade automated systems and provide additional administrative record
keeping and data input is considerable in one-time costs and very sizeable on an
annual basis.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions of mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in results of operations in
the current accounting period. Implementation of this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results of operations. Our electricity rates would likely have to be raised
to provide for this increased uncertainty of earnings.

•

Electric Cooperative Accounting Requirements generally recognize the cost of
removal of a plant asset over the usefu l life of that asset, as a component of the
depreciation rate. The PP&E Accounting Proposal would require that cost of removal
be reflected in the results of operations in the accounting period in which such cost
was incurred. Implementation of this provision would result in increased earnings
volatility, as cost of removal is reflected in a single accounting period. Furthermore,
from the standpoint of rate-making fairness, failure to recognize cost of removal over

the asset’s life would inequitably shift the burden of collection of these costs from
customers using the plant asset to customers during the retirement of the plant asset.
Each of the above accounting inconsistencies poses operational problems for Rideta
Electric Cooperative, Inc. The detrimental impacts of each item should be carefully
considered and weighed against any identifiable benefits before the AICPA AcSEC
implements the attendant provision of the PP&E Accounting Proposal for electric
utilities.
Rideta Electric Cooperative, Inc. appreciates the opportunity to provide comments on the
PP&E Accounting Proposal and respectfully urges the AICPA AcSEC to consider our
views. If you have any questions on our comments, please feel free to contact Timothy
Stewart, 641-464-2244.

Sincerely,

Timothy E. Stewart
General Manager
Rideta Electric Cooperative, Inc.
PO Box 391, Mount Ayr LA 50854

Washington University in St.Louis
Accounting Services

November 15, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775
Re: Exposure Draft, Proposed Statement of Position, Accounting for Certain
Costs and Activities Related to Property, Plant and Equipment.
Dear Mr. Simon,
Thank you for the opportunity to provide input to the Accounting Standards
Executive Committee’s project on property, plant and equipment (PP&E)
accounting.
Founded in St. Louis in 1853, The Washington University (the “University”) is an
independent, coeducational, non-denominational university with a long and
distinguished history of teaching, research, and community service. The
University comprises ten colleges and schools that encompass most areas of
scholarship and professional training, and related entities including inter-school
centers and institutes, libraries, and computing facilities. The University has a
geographically diverse student body, with approximately 88% of undergraduates
coming from outside the State of Missouri. Every state in the Union and
approximately 100 foreign counties are represented in the University’s student
body.
In the paragraphs following, we have provided our comments as requested on
many of the issues in the draft Statement of Position (SOP). We have limited our
comments to those issues that are germane to the University or that we believed
could be expected to have significant impact on the community of colleges and
universities in general. Although we have limited our responses to those issues,
we would like to also indicate our agreement with several comments submitted to
you by our colleagues at the National Association of College and University
Business Officers (NACUBO) and the Council on Government Relations
(COGR). Without repeating the full messages from those organizations, in
particular we concur with them that:

Washington University in St. Louis, Campus Box 1034, 7425 Forsyth Boulevard, St. Louis, Missouri 63105-2103
(314) 935-9789, FAX (314) 935-4309, www.wustl.edu

> The SOP has the potential for detrimental effects on the amount of and could
shorten the maturities of tax-exempt financing available to colleges and
universities.
> The SOP has the potential for increasing the cost of conducting research and
for such cost increases to be passed on to the government funding agencies.
> For universities, or any entity, not currently employing a component approach
to accounting for PP&E, the conversion will be costly and time consuming.
Issues 2 and 3: We believe the time-line framework proposed in the SOP
provides structural definition to identifying costs associated with asset
construction that can be helpful. The identification of costs qualifying for
capitalization has long been a source of confusion and inconsistency in
application. There has been a lack of specific guidance. However, we
respectfully disagree with the conclusion that costs incurred during the
preliminary stage should be charged to expense. All of the example activities
provided in paragraph 17 of the SOP are those necessary to the construction of a
significant project, which could not take place if the preliminary activities were not
undertaken. Further, they are activities that are carried out only in anticipation of
asset creation. These factors would seem to certainly qualify these activities as
costs of acquisition as noted under paragraph 26 of FASB Statement of Financial
Accounting Concepts Number 6. We would agree that such costs should be
expensed if the construction/acquisition does not take place.
Issue 4: We agree with the broad concept that costs incurred during the post
preliminary stage should be expensed unless directly identifiable with specific
PP&E. We disagree that the definition of incremental costs should exclude
genera, and administrative and overhead costs. Direct incremental costs must
be supported by the occupancy and general administrative costs listed in
paragraph 24 of the SOP or the construction/acquisition activity can not take
place. This would seem to be analogous to disallowing capitalization of
overhead in a standard cost system for inventory. If an organization is capable of
making a reasonable and supportable allocation of support function costs to its
internal acquisition or construction departments it should be permitted. To do
otherwise ignores the reality that contracting for construction instead of self
construction includes a significant element of overhead. If capitalized overhead
costs are not supportable, such should be demonstrated through the application
of FASB Statement 121. Finally, such recognition would be consistent with
paragraph 26 of the SOP where an element of overhead in a third party charge
for incremental direct costs is permitted.
Issue 5: We agree that property taxes, insurance and like costs incurred for real
estate not in operation should be capitalized only to the extent the property is
under development and being readied for its intended use.
Issues 6 and 7: We agree that costs of normal, recurring or periodic repairs and
maintenance activities should be charged to expense as incurred. With the

exceptions noted above (Issues 2, 3 and 4), we agree that costs incurred for
acquisition of additional PP&E or components or the replacement of existing
PP&E should be capitalized. We are disappointed with the vagueness of the
sweeping statement that “all other costs related to PP&E” except those described
in the first two sentences of this paragraph should be expensed and submit that it
should be deleted. We strongly disagree with the paragraph 39 requirement that
costs of removal be expensed except when incurred in conjunction with an
acquisition of real estate or building reconstruction. As a practical matter, the
cost of demolishing assets in connection with the replacement of interior building
construction and similar lesser components will not be readily discernable from
other costs of the project. More importantly, if removal is necessary for
installation of the new asset, it represents a cost of acquiring the new asset and
should be capitalized.
Issues 8 and 9: We agree that maintenance program costs should be capitalized
only if component costs represent a separate PP&E asset. We also agree that
the costs of such programs should not be accrued for, deferred or effectively
reserved for, through the recognition of additional depreciation (the “built-in
overhaul” method).
Issue 13: We do not agree with charging depreciation with the net book value of
a replaced asset in the period of replacement. An asset with remaining book
value is replaced for very few reasons. Estimated lives are largely averages. A
particular asset may be retired because it is in the lower end of the bell curve of
lives for assets in its class. Under circumstances of replacement, the intent is to
continue the economic process started by the replaced asset. Expensing the
residual book value is no more valid then building a reserve to reduce the cost of
a future replacement by continuing to depreciate an asset that outlives its useful
life or the creation of a “built-in overhaul” reserve (ref. Issue 9). In the University
environment, particularly in the research area, the pace of change can be fast. If
the component category incurs a disproportionate number of early retirements,
the estimated life may need revisiting. As a practical matter, identification of
retired costs in a multi-component remodeling project would be extremely difficult
(for example, remodeling certain rooms of a building), and would certainly not
add a degree of accuracy to financial reporting warranted by the effort required.
Finally, if disposal of residual net book value is mandated, we would contest
reporting as depreciation or any other cost category that could be reported as
part of operating results. Such expense should be reported as non-operating
losses as would premature disposals of assets not replaced.
Based on the considerations above we join with our colleagues at COGR and
NACUBO and urge the Accounting Standards Executive Committee to not apply
the SOP to not-for-profit organizations. While the SOP contains some provisions
that we currently use, as outlined above, some of the other provisions would
have a detrimental effect on the University. We believe the not-for-profit
community as a whole does not need the degree of specificity and level of

detailed calculation called for. We appreciate the opportunity to comment on this
draft.

Katherine M. Landmann, Contoller
Washington University in St. Louis

Radiant
Electric
Cooperative, Inc.

100 N. 15th S treet
P. O. Box 390
Fredonia. Kansas 66736
Telephone: (316) 378-2161
Fax: (316) 378-3164

November 12,2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement of Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Radiant Electric Cooperative appreciates the opportunity to submit written comments
regarding the above-referenced Proposed Statement of Position (PP&E Accounting
Proposal) to the Accounting Standards Executive Committee (AcSEC) of the American
Institute of Certified Public Accountants (AICPA).
Radiant Electric is an electric cooperative in the state of Kansas, providing electricity to
approximately 3700 consumers-owners in seven counties. Since we operate within the
capital-intensive electric utility industry, the PP&E Accounting Proposal would
significantly and negatively impact Radiants accounting policies and administrative costs.
Over the past three years, additions to our total utility plant have averaged $495,331
annually. During this same period, yearly reported patronage capital (margins) has
averaged $331,423. We conservatively estimate that, if adopted, this PP&E proposal
could decrease these margins by at least 63.4%. Resultant electric rates to our consumers
would have to be increased substantially to cover the incremental costs associated with
this proposal and to protect our financial integrity and credit rating.
Radiant Electric Cooperative is required to follow accounting requirements promulgated
by the Rural Utilities Service (RUS). The PP&E Accounting Proposal raises significant
ratemaking, operational, and accounting concerns for Radiant Electric. The most
significant of these concerns arise due to accounting inconsistencies between this
proposal and the RUS Uniform System of Accounts and attendant RUS regulations and
interpretations (collectively, Electric Cooperative Accounting Requirements). The PP&E
Accounting Proposal and the attendant detrimental impacts to Radiant Electric include
the following:

A T ou chsto ne Energy™ P a rtner

•

Electric Cooperative Accounting Requirements specify capitalization of overheads in
support of construction projects and permit capitalization of an appropriate portion of
administrative and general (A&G) costs.
In addition, Electric Cooperative
Accounting Requirements specify capitalization of preliminary investigation and
survey (PI&S) charges.
The PP&E Accounting Proposal would prohibit
capitalization of overheads, PI&S charges, and A&G costs.
Implementation of these provisions would dramatically increase earnings volatility, as
these overhead, PI&S charges, and A&G costs would be expensed, rather than
capitalized as they are today. We estimate that the annual financial impact of these
items would decrease our margins by at least $51,535 annually or more, depending
upon the extent of the capital restrictions ultimately imposed. Furthermore, from the
standpoint of rate-making fairness, failure to capitalize these costs would inequitably
shift the burden of collection of these costs from customers using the plant asset over
its useful life to existing customers at the time the plant asset is constructed.

•

Electric Cooperative Accounting Requirements prescribe the use of the group method
of depreciation for plant assets. The PP&E Accounting Proposal would require use of
depreciation accounting by component, defined as “a tangible part or portion of
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life”. The PP&E Accounting Proposal generally
prohibits the use of a group method of depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation of this provision would require administrative reorganization to
comply with the data collection requirements, as well as expensive new automated
accounting systems -- or at a minimum, significant upgrades to existing software. In
addition, determination of material differences between the component and group
accounting methods would require record keeping for both methods, adding
significantly to plant record-keeping costs, as well as audit costs. The estimated costs
to upgrade automated systems and provide additional administrative record-keeping
and data input is projected to add at least $50,000 in one-time costs and will
conservatively exceed $210,285 on an annual basis thereafter. If adopted, our
staffing costs are projected to increase by at least $61,535 annually, or more than
25%, to support the extra administrative and reporting burdens of this requirement.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions of mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in the results of operations
in the current accounting period. Implementation of this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results of operations. Annual gains / (losses) closed to the accumulated
depreciation account over the past three years have averaged $40,526. Electricity

rates would likely require significant upward adjustment to provide for this increased
uncertainty of earnings.
•

Electric Cooperative Accounting Requirements generally recognize the cost of
removal of a plant asset over the useful life of that asset, as a component of the
depreciation rate. The PP&E Accounting Proposal would require that cost of removal
be reflected in the results of operations in the accounting period in which such cost
was incurred. Removal costs we’ve incurred over the past three years have averaged
$56,689 annually. Implementation of this provision would result in increased
earnings volatility, as cost of removal would be reflected in a single accounting
period. Furthermore, from the standpoint of ratemaking fairness, failure to recognize
cost of removal over the asset’s life would inequitably shift the burden of collection
of these costs from customers using the plant asset to customers during the retirement
of the plant asset.

Each of the above accounting inconsistencies pose operational problems and create
significant administrative burdens for Radiant Electric Cooperative that will dramatically
raise the cost of electricity our rural member owners. The detrimental impacts of each
item should be carefully considered and weighed against any identifiable benefits before
the AICPA AcSEC implements the attendant provision of the PP&E Accounting
Proposal for electric utilities. Further, we recommend that any and all decisions and
changes impacting PP&E be closely coordinated in advance with RUS and all other
federal and state governmental authorities regulating electric cooperatives and the electric
industry.
Radiant Electric Cooperative appreciates the opportunity to provide comments on the
PP&E Accounting Proposal and respectfully urges the AICPA AcSEC to consider its
views. If questions arise concerning these comments, please feel free to contact me at
(620)378-2161. Thank you.

Sincerely Yours,

Leah M. Tindle
Administrative Manager

BNP RESIDENTIAL PROPERTIES, INC.
A REAL ESTATE INVESTMENT TRUST
3850 One First Union Center
Charlotte, NC 28202-6032

Telephone (704) 944-0100
Fax (704) 334-3507

November 13, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
AICPA
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Proposed Statement o f Position: Accounting for Certain Costs and Activities
Related to Property, Plant, and Equipment

Dear Mr. Simon:
This letter provides my comments on the June 29, 2001, Exposure Draft for the Proposed
Statement of Position for Accounting for Certain Costs and Activities Related to
Property, Plant, and Equipment.
BNP Residential Properties, Inc. is a self-administered and self-managed real estate
investment trust focused on owning and operating apartment communities in North
Carolina and Virginia. We are probably typical o f a public multi-family residential REIT
with regard to capital structure, operations, and resources. As o f and for the year ended
December 31, 2000:
• We owned and operated 15 apartment communities, containing 3,680 units,
which we acquired between June 1993 and December 2000. In addition, we
owned 43 restaurant properties that we lease to a third party under a master lease
on a triple-net basis. These 43 restaurants are the remainder o f a portfolio o f 47
units that were acquired at the inception o f the company in 1987.
• The net book value o f our real estate investments totaled approximately $225
million, or approximately 97% o f our total assets.
• We employed approximately 135 people, including an accounting staff o f 10
people.
• Our 2000 rental income totaled approximately $33.4 million, or 99% o f our total
revenues. Our net income was approximately $2.0 million.
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•
•

•

Our depreciation charge for 2000 was approximately $7.2 million, a significant
portion o f $31.3 million total expenses.
We acquired one apartment community in 2000, for approximately $12.3 million
cost. We also capitalized additions and replacements at existing apartment
communities totaling approximately $2.1 million, including approximately $1.0
million in non-recurring capital expenditures (additions and improvements) and
$1.1 million in recurring capital expenditures (replacements).
Repairs and maintenance at our apartment communities totaled approximately
$3.5 million, including $1.3 million in compensation o f service staff and $2.2
million in payments for materials and contracted services.

There is no doubt that the proposed Statement o f Position will have a significant impact
on the financial statements o f BNP Residential Properties, Inc. There is also no doubt
that compliance with this SOP will be very costly, requiring incredible increased demand
on the resources o f my accounting staff and accounting system.
Our operations are limited to acquisition, improvement, and operation o f existing
apartment communities. More specifically, our apartment communities are garden-style
construction, Classes B, B+, and A-, competing in the middle to upper middle o f the
market. We are not developers or builders, and we do not operate in the office, retail, or
other commercial sectors.
My concerns are as follows:
• The SOP views real estate investments as mixtures o f hundreds (more
realistically, thousands) o f components, rather than as integrated operating
entities. In fact, each o f our apartment communities is unique, and its economic
value - its ability to produce income - is derived from the whole, not the parts.
• The SOP disregards what I refer to as “betterments” - expenditures that improve
the economic value of, and provide long-term economic benefit to, a community,
but which may or may not produce a separately identifiable tangible asset. I hope
my discussion of Issue 6 below provides good examples for your consideration.
• I am concerned that AcSEC does not fully understand the overwhelming
implementation issues that my staff and I will face, or the incremental cost that
BNP will be forced to incur in order to comply with this SOP. At a minimum, we
will need at least one more skilled accountant on our staff, possibly more, to
research and account for PP&E transactions. In addition, costs o f acquisitions
may be increased by as much as $50,000 to $75,000 to include cost segregation
studies.
• Unfortunately, I do not believe that compliance with the SOP, as drafted, will
result in more accurate or meaningful information for users o f our financial
statements that will justify the cost to our shareholders.
• Lastly, I am concerned that accounting issues identified in the project prospectus
will not be resolved - diversity in practice (particularly with respect to capital
maintenance) will continue. In addition, the complex transition process will result
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in further diversity, resulting in financial reporting that will be neither comparable
nor understandable to users.
I will limit my comments to those issues that directly impact our current operations and
to which I can speak from practical experience. My specific comments follow:

Project Stage Framework
Issue 2
I agree with the concept o f the project stage framework; however, I believe that criteria
should provide for capitalization o f “betterments” as I described above.
In January 2000, AcSEC tentatively concluded that capitalization o f such expenditures is
appropriate, described in that discussion as follows: “The costs are incurred to alter the
functionality, extend the life, or improve the safety or efficiency o f the real estate,
whereby the condition o f the real estate after the costs are incurred would have to be
improved as compared with its initial condition.”
I suggest that you include this language in paragraphs 36 and 37 o f the SOP, perhaps
identified as “betterment o f existing components.”

Accounting for Costs Incurred
Issue 6
I agree that costs o f normal, recurring, or periodic repairs and maintenance activities
should be charged to expense as incurred. I do not agree with the conclusion that all
other costs related to PP&E that are incurred during the in-service state should be charged
to expense as incurred unless the costs are incurred for the acquisition o f additional
components or the replacement o f existing components. I believe that betterments, as
described above in my discussion o f Issue 2, should be capitalized, and that language to
this effect should be included in paragraphs 36 and 37 o f the SOP.
I can provide three examples o f expenditures that would meet the criteria for
capitalization as betterments:
Acquisition improvements
In June 1998, we acquired an apartment community, then 13 years old. Our plan for
acquisition included an initial cost o f approximately $14.1 million and “acquisition
improvements” totaling approximately $900,000. The plan for acquisition improvements
was developed by our property management staff, based on their pre-acquisition due
diligence study o f the community’s physical condition and operating efficiency. In short,
the plan provided for a repositioning o f the community, from Class B to Class A-, over a
two-year period. (While many significant projects were completed within one year, we
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allowed two years to provide for work in tenant units at turnover and to schedule certain
projects during appropriate seasons.)
Many o f these “acquisition improvements” included expenditures that would meet the
criteria for capitalization as components in the SOP. However, these improvements also
included significant expenditures for repairs and maintenance intended to correct
deficiencies specifically identified prior to and existing at the acquisition date,
expenditures that would not qualify for capitalization as components in the SOP.
I firmly believe that all o f the “acquisition improvements” described above should qualify
for capitalization. There is no doubt that these expenditures increased the economic
value o f this real estate investment. In spite o f a highly competitive market, the average
monthly revenue per occupied unit has increased more than 9% between June 1998 and
September 2001 because o f repositioning this investment. As a result o f increased rates,
increased occupancy, and operating efficiencies attained, the net operating income o f this
property has increased more than 10% during this period.
Paving and Sealcoating
In 1997, we completed an overlay (paving) o f parking lots and roadways at an apartment
community at a cost o f approximately $175,000. The expected life o f such paving in our
climate is 10-15 years.
Our property management group believes that timely sealcoat treatment o f paved surfaces
reduces breakdown and extends the life o f the pavement. We understand that repeating
the sealcoat treatment every six to eight years has been shown to extend the life o f the
original overlay to as much as 30-35 years.
In the case o f the overlay described above, we expect the cost o f sealcoating to be
approximately $30,000. We expect some breakdown o f pavement in isolated areas,
repair o f which will be charged to maintenance expense.
I believe that the sealcoating described above should qualify for capitalization as a
betterment. We assign lives o f 10 years to the paving and five years to the sealcoat. I do
not think it would be appropriate to assign a longer life to the paving on a presumption
that sealcoating will be performed. Nor do I believe that sealcoating simply remedies
“the effects o f having used the PP&E in the past” and allows it to “continue in use
through its full expected useful life” as described in paragraph A30 o f the SOP.
Termite bonds
It is our practice to obtain and maintain a termite bond for each o f the buildings in our
apartment communities. This involves “treatment” to a non-infested building, for which
we obtain a bond against infestation for as long as 10-15 years. The initial treatment and
bond costs approximately $3,500 to $4,000, with annual “renewal” at $100 per year.
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I believe that the cost o f this bond should be capitalized as a betterment to the economic
value o f the building that provides benefit for years beyond the expenditure. We assign a
life o f 10 years to the bond. We charge the annual renewal cost to maintenance expense.
Issue 7
I agree in principal that costs o f removal, except for certain demolition costs as described,
should be charged to expense, if significant. However, in practice, we find that
contractors frequently do not provide adequate data to segregate and identity individual
components, as defined in this SOP, much less data that adequately segregates removal
costs from installation costs!
Our company maintains a small service staff at each apartment community to provide
routine maintenance and repairs. While our employees supervise renovation and major
repair activities, we generally engage outside contractors for these jobs. Our outside
contractors are reliable skilled craftsmen, but, with few exceptions, they are not
sophisticated businessmen. N or are our service staff, who supervise and approve the
work done, sophisticated businessmen. It is unrealistic to expect that the individuals who
prepare the documentation o f these activities will provide the detail necessary to
segregate and properly account for costs o f removal o f lesser components.
I suggest that the phrase, “if significant” be inserted in paragraph 39.

Component Accounting
Issue 12
I support the use o f componentization and, therefore, specific identification, to a
reasonable level as described below, and where appropriate level o f detail is available at a
reasonable cost. However, I believe that composite and group methods provide
reasonable and materially correct depreciation when estimates have been used to allocate
purchase price because appropriate level o f detail was not available at a reasonable cost.
Level o f detail
The SOP, as drafted, does not provide guidance for the level o f detail that should be
maintained. This lack o f clear guidance will likely result in diversity in application and
lack o f comparability among companies; the aggressive management with a depth of
resources will componentize at a very detailed level, while the company with limited staff
and system resources will have no choice but to charge the same expenditures to current
expense. Please see my discussion o f Issue 14 below.
Component identification at acquisition
Paragraph 50 o f the draft states that “component identification should occur at the time of
acquisition or construction.” This paragraph assumes that detailed cost segregation
information is readily available at the time o f acquisition, at a justifiable cost.
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During the last eight years, BNP has made 16 apartment community acquisitions. Never
have we had a cost segregation study prepared. (I would guess that such a study would
add a minimum o f $50,000 to the initial cost, while adding nothing to the economic value
of the property acquired.)
In preparation for this comment letter, I reviewed approximately 40 appraisals that have
been prepared in conjunction with acquisitions or refinancing o f owned or managed
apartment communities. While different appraisers provide varying levels o f detail to
support their valuation estimates, the following patterns emerge:
• Most appraisals, particularly those o f “stabilized,” or mature, properties, use the
income approach as their primary valuation method, treating the entire property as
one economic unit. Comparable sales are frequently used to estimate a value for
the land component, and aggregate replacement cost is generally estimated as a
corroborative measurement only.
• Replacement cost estimates provide the most reasonable basis for possible
identification and allocation o f purchase price to shorter-lived components or
groups o f components. However, this data varies dramatically in level o f detail.
For older properties with a clear record o f earnings history, replacement cost
calculations are generally very broad, utilizing only a per square foot rate applied
to total square feet. For less mature properties, replacement cost data might
include an estimate for major shorter-lived component groups, i.e., land
improvements, roofs, floor coverings, appliances and HVAC.
None of these appraisals provide adequate detail to identify and allocate purchase price to
components as contemplated in the SOP. However, they do provide a reasonable and
reliable basis for estimating the allocation o f purchase price to land, land improvements
as a group, and major short-lived component groups - at a reasonable and justifiable cost
o f approximately $5,000.
Our practice has been to allocate initial purchase price to land, land improvements (i.e.,
pools, tennis courts, parking lots), and major short-lived component groups (i.e., floor
coverings, appliances, HVAC) based on information available from the appraisal. The
remaining cost (usually 80% to 85% o f the total) is assigned to “buildings,” for which we
have applied the composite method with a conservative life o f 40 years. We have, in
fact, applied specific identification to subsequent capitalized expenditures where
appropriate.
BNP has the internal expertise to prepare a reasonable estimate and allocation o f this
“buildings” cost into pools by lives o f 1-10 years, 10-20 years, 20-30 years, etc.
However, full componentization o f these costs would require a level o f detail and
resources that simply are not available in the absence o f a very expensive cost
segregation study.
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I believe that language should be included in the main body o f the SOP, within
paragraphs 49 through 56, that provides for use o f a reasonable pooling method for
estimation and allocation o f initial purchase cost o f real estate investment property for
which specific identification based on cost segregation studies is not cost justified.
Issue 13
The composite method (assets or components o f assets with difference lives are
depreciated over an estimate o f weighted useful lives) and group method (homogeneous
assets or components o f assets are depreciated over estimated useful lives) have been
widely accepted in accounting textbooks, literature and practice for many years. Under
these methods, for normal and routine replacements, there is no attempt to identify or
quantify the net book value o f an asset for which no specific identification or valuation
was originally made. This makes sense!
I do not believe that assets previously recorded using composite or group methods should
be assigned an estimated net book value for write-off at the time o f their replacements.
However, in the event the SOP does require this treatment, I agree that the estimated net
book value o f replaced PP&E should be charged to depreciation expense.
Issue 14
Paragraph A48 suggests that the use o f group or composite methods may be acceptable,
but provides no level o f materiality in evaluating whether use o f an alternative method
would “produce results . . . that are not materially different from those obtained under the
component accounting .. .” Would this force a company to prepare depreciation
calculations using both the individual components and alternative groups simply to
satisfy its auditors?
I believe that language should be included in the main body o f the SOP, within
paragraphs 49 through 56, that provides for use o f the group method for homogeneous
assets for which specific identification is not cost justified.
Practical experience indicates the group depreciation method is appropriate and
reasonable for numerous homogeneous groups o f assets in any investment real estate
property. Consider carpets, for example:
• We have used the group method to account for carpets since 1993. Our annual
analyses clearly indicate that we replace an average range o f 10% to 20% o f
carpets at every community each year.
• Each month we enter into our PP&E records a summary unit count and dollar
amount, i.e., “Carpets - 6 units, $5,450.00,” for purchases at each community,
and then depreciate those dollars over a 60-month period. Accounting assumes
that all o f the carpet in a given apartment unit was replaced, although we do make
partial replacements when appropriate.
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•

At no time, for any o f our apartment communities, have we had more carpets on
our books than we had apartment units.

There is no practical justification for the additional personnel and system resources that
would be required for separate identification o f carpets as components. If we utilized
component accounting for carpets, would we define the components by apartment unit
(3,680 separate components for carpet) or by room (approximately 15,000 separate
components for carpet alone!)?

Transition
Issue 16
I agree in principal with either o f the two alternatives provided for initial adoption of
component accounting. My objection, however, is that allowing options will result in
diversity in practice and lack o f comparability, for many years into the future, that far
exceeds what AcSEC referred to as “one o f the most prevalent accounting problems in
the real estate industry at this time” in its original Prospectus for this SOP.
In the event the SOP requires componentization, I prefer that paragraph 71 require all
public companies to make some reasonable attempt at componentization at initial
adoption. Recognizing that detailed componentization may not be possible based on
historical information available, the SOP should allow for pooling o f similar groups o f
assets. For example, the original amount for “buildings” could be allocated into
estimated pools by lives o f 1-10 years, 10-20 years, 20-30 years, 30-40 years, etc.
Although this approach is by no means perfect, it would certainly reduce the “penalty”
associated with not applying component accounting for any PP&E assets and lessen the
incomparability among similar companies for years to come.
In addition, I believe that the effective date for this SOP should be delayed in order to
allow companies to complete the analyses necessary to retroactively apply any significant
change to their PP&E accounting systems. Such a delay would also allow software
providers to develop tools and utilities for such analyses and to adapt their software to the
treatment for replaced assets as prescribed in the SOP.
Issue 17
I agree that, in the event the SOP requires componentization, the ordering o f allocation
methods described in paragraph 71.a. is appropriate.
Issue 18
I agree with the prospective application approach described in paragraph 72.
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Issue 19
I disagree with the conclusion that the accumulated depreciation difference described in
paragraph 71. a. should be allocated back to the accumulated depreciation o f each
component. The transition allocation o f the depreciation difference as described in the
SOP, as drafted, will be incredibly time-consuming and expensive, and will never be
understood by anyone other than experienced accountants familiar with fixed asset
accounting and depreciation.
I believe that entities should record the cumulative effect resulting from adoption o f this
SOP and implementation o f component accounting as a change in accounting principal.

I appreciate the opportunity to provide comments on this very significant exposure draft.
I have been an active participant in a task force o f the National Association o f Real Estate
Investment Trusts that developed another, more comprehensive, comment letter
addressed to you, and I support the comments and suggestions provided in that letter as
well.
If you have any questions regarding my comments or suggestions, please feel free to
contact me directly.
Sincerely yours,

Pamela B. Bruno
Vice President - Controller and
Chief Accounting Officer
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Office of the Controller
1101 East 33rd Street I Suite C222
Baltimore MD 21218
443-997-8155

Jerry G. Bridges
Controller

November 13, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
AICPA
1211 Avenue o f the Americas
New York, NY 10036-8775
Re: Proposed Statement o f Position: Accounting fo r Certain Costs and Activities Related
to Property, Plant and Equipment.
Dear Mr. Simon,
The Johns Hopkins University is hereby responding to the invitation to comment on the
subject draft, dated June 29, 2001. Although the comments contained in this letter are
solely those o f The Johns Hopkins University, we believe that the issues raised in this
letter are common to research universities, and are likely common to many other not-forprofit organizations as well.
The Johns Hopkins University is the nation’s largest research university, as measured by
the dollar value o f sponsored research. It is also the largest recipient o f federally funded
university research. Consequently, our accounting and financial affairs are affected
greatly by federal statute and regulation.
We understand and appreciate that current practice with respect to accounting for costs of
PP&E may not be uniform and that this diversity may result in financial reports that are
not fully comparable. That having been said, we do not believe that it is critical that the
financial statements o f not-for-profit organizations, generally, or private universities in
particular be fully comparable to those o f for-profit corporations. For reasons set out
below, The Johns Hopkins University urges the Accounting Standards Executive

Committee to exempt private not-for-profit colleges and universities from the
application of the Statement of Position. (Public colleges and universities are
exempted by virtue o f paragraph 8 o f the proposed Statement o f Position.)

Impact Overview:
The Johns Hopkins University (The University) believes that the application o f the
proposed Statement o f Position (SOP) to private, not-for-profit colleges and universities
will result in unintended consequences that would be detrimental to the affected colleges
and universities as well as to the federal government, which sponsors much o f the
research conducted by these colleges and universities. These detrimental consequences
may be characterized as falling under two general headings - Impacts on Tax-Exempt
Financing, and Impacts on Federal Research Funding.
The issues relating to the impact of tax-exempt financing result both from a change in the
costs that may be capitalized under the proposed SOP, and from a change in the
composite life o f capitalized assets that would result from the application o f the proposal.
The federal tax code stipulates that private universities may apply the proceeds o f taxexempt borrowing only to the acquisition o f capital assets, and that the maturity o f such
debt must be tied to the composite life o f the asset being financed.
Issues related to federal research funding involve the relationship between federal
regulations and Generally Accepted Accounting Principles (GAAP). We believe that the
proposed SOP would disrupt the existing symmetry and would almost certainly result in
one or more o f the following consequences: an increase in costs to the federal
government, an increase in costs to private universities, and a loss o f grant awards due to
cost differentials between private and public universities that are based on accounting
processes and not on underlying cost factors.

Specific Impacts:
Increased University Financing Costs and Risks Due to Reduced Value o f Capital Assets:
The University is able to borrow funds for capital expansion through the issuance o f taxexempt securities, under very strict conditions. This privilege is o f great value to the
University in managing its costs, and benefits the federal government and other research
sponsors who, in part, support the University’s cost structure through the Facilities and
Administration (F&A) component o f grant awards.
Section 145 o f Title 26, o f the U.S. Code has the effect o f limiting the use o f tax-exempt
debt by non-governmental tax-exempt organizations, such as The Johns Hopkins
University, to capital expenditure purposes. Further, the annotated code o f the State o f
Maryland at Article 43C, Section 3B, establishes a limit on the University’s borrowing
based on the value o f capital assets.
Paragraphs 15 through 41 o f the proposed SOP define the “Project Stage Framework” for
identifying costs that may be capitalized and costs that are to be treated as current period
expenses. Application o f the “Project Stage Framework” as defined in these paragraphs
at The Johns Hopkins University would result in a decrease in the University’s reported
capital assets. Under the federal and state laws referred to above, implementation o f the
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proposed SOP could result in a loss o f tax exemption on a portion o f the University’s
debt, thus significantly increasing the cost o f borrowing to the University.
Increased University Financing Costs Due to Componentization:
Paragraphs 49 through 56 o f the SOP proposal define the component accounting
requirements o f the proposed standard. The effect o f applying component accounting to
the capital assets o f The Johns Hopkins University would be to reduce the measured
composite life o f the University’s capital assets.
Section 147 o f Title 26 o f the U.S. Code provides, in part, that the average maturity o f
qualified (for tax-exemption) debt may not exceed 120 percent o f the expected economic
life of the assets being financed. Therefore, a reduction in the composite life o f the
University’s assets would result in a reduction in the average maturity o f the University’s
debt. This reduction would create additional costs for refinancing and would increase the
University’s risk in debt issuance.
We recognize that it is possible to assume that changes in accounting standards for
depreciation do not necessarily require a change in the expected economic life o f the
underlying asset. The reality o f the situation, however, is that Bond Counsel relies
heavily on audited financial statements and the opinion o f auditors in drawing
conclusions as to the tax-exempt status o f debt to be issued, and they are not likely to
agree that an expected economic life that is derived from values other than those reflected
in our financial statements is appropriate.
Implications for Federal Research Funding:
As a private research university The Johns Hopkins University is not only subject to the
requirements o f GAAP, but also is required to conform to the requirements o f a variety o f
federal regulations. O f particular concern in this discussion are the implications for
compliance with Office o f Management and Budget (OMB) Circular A-21, Cost
Principles fo r Educational Institutions, under an accounting regime that would include
the proposed SOP.
OMB Circular A-21, at paragraph J(12)(a)(2) provides, in part, “The depreciation
methods used to calculate the depreciation amounts for F&A (Facilities and
Administration cost) rate purposes shall be the same methods used by the institution for
its financial statements.” Consequently, if the University were subject to the provisions
of the proposed SOP as proposed, it would be required to calculate its F&A rates based
on the results o f the application o f the proposed standard. There are several potential
consequences o f this situation.
Scenario 1: The SOP is implemented as proposed, and OMB does not change Circular
A-21.
Under this scenario, the University’s measured current period costs would increase due to
the shifting o f Stage 1 and Stage 2 acquisition costs from capitalization to expense and
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due to the fact that depreciation schedules would be accelerated because o f a shorter
composite life computation resulting from component accounting. Consequently, the
University would necessarily increase its F&A cost rates in its research grant proposals.
In this scenario, private not-for-profit research universities would be placed at a
competitive disadvantage relative to public research universities to which the proposed
SOP would not apply. Private schools would report higher F&A costs than would their
Public school counterparts for no reason other than accounting convention.
In this case either research awards would be transferred from private schools to public
schools or the cost o f research to the federal government would increase. Likely some o f
both would occur.
Scenario 2: The SOP is implemented as proposed, and QMB amends Circular A-21.
Over the years the research university community has worked closely with the federal
Office o f Management and Budget to develop and maintain a symmetry between federal
cost principles as contained in Circular A-21 and GAAP to which private not-for-profit
colleges and universities must conform. The success o f these efforts is demonstrated by
the language cited above, under which it is acceptable for colleges and universities to
maintain a single set o f records for both public and federal reporting.
However, if the proposed SOP were implemented as proposed OMB will soon recognize
that the reported F&A cost rates for private research colleges and universities is
increasing and may move to separate A-21 from GAAP. This scenario results in
universities such as Johns Hopkins being required to maintain separate records and
generate separate and different reports. The cost o f doing so would be compounded by
the fact that both sets o f records and reports would be subject to independent audit.
It is also the case that to the extent that government agencies such as OMB do not rely on
GAAP accounting and statements the credibility o f GAAP standards is undermined.
Conflicts in Implementation Schedules:
Paragraph 70 o f the proposed SOP states, “This SOP is effective for fiscal years
beginning after June 15, 2002. Earlier application is encouraged.”
The Johns Hopkins University fiscal year begins on July 1 o f each year. Therefore, if the
proposal were to become effective for the University it would be effective on July 1,
2002.
OMB Circular A-21 at paragraph J(12)(b)(2) states in part, “Depreciation methods once
used shall not be changed unless approved in advance by the cognizant Federal agency.”
As a practical matter, it is highly questionable whether it would be possible for the
University to fully define its new accounting regime, request prior approval and receive
that approval prior to the proposed implementation date. We do not know at what date
the proposed SOP would be final, and until that date we do not know what changes
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would be required. Further, the reviewing activities o f our cognizant federal agencies are
thinly staffed and this change would create an immediate and sizeable backlog o f work.
Completion and approval, if approved, could not be expected soon enough to avoid the
development and implementation o f dual record keeping.

General Concerns:
We are concerned that the proposed Statement o f Position undermines the matching
concept that is fundamental to deferred cost accounting and that is reinforced in
numerous accounting standards. As you know, the matching concept holds that costs are
to be recognized in the period in which the revenue generated by the incidence o f those
costs is recognized. The proposed SOP seems to abandon the matching concept, in
particular in its treatment o f pre-acquisition costs and in its treatment o f certain
renovation costs.
Research universities such as Johns Hopkins grow through the expansion o f physical
facilities that enable additional research that, in turn, enables additional grant awards.
The University is continually investing to enhance, modernize and expand physical plant
on a cost-effective basis, and considers the cost o f this effort to be most closely
associated with the future revenue stream that is enabled by the completion o f the effort.
The proposed SOP would limit the ability to capitalize these investments.
The proposed treatment o f removal costs (paragraph 39) is also problematic. The
proposed SOP treats the cost o f removing assets that are to be replaced by new capital
assets as current period expenses, and treats the cost o f demolition o f assets or parts o f
assets that are to be replaced by new capital assets as capital (paragaph 39). We do not
understand the basis for this difference in treatment, and believe that both types o f costs
should be capitalized into the value o f the new asset.
We believe that these results are inappropriate and in violation o f the matching principle.
Further, we are in disagreement with the proposed treatment o f components o f PP&E that
are removed from service in paragraphs 38 and 51. If an asset serves as support for
outstanding tax-exempt debt, the write-off o f a major component o f that asset changes the
nature o f the asset and, therefore changes the nature o f the support for the debt, and may
require retirement and re-issuance o f debt.
We believe that the residual cost and the new cost represent a continuation o f the original
investment and that these costs should be combined and matched against future revenue
streams. We believe that the residual cost is not a prior period cost as the proposed
treatment implies.
Finally, with respect to component asset accounting, we believe that the requirements
contained in the proposed SOP require accounting for component assets at too low a
level. We do not believe that the cost o f multi-million dollar investments can be assigned
to replaceable components with a reasonable degree o f accuracy. We also do not believe
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it is practicable to allocate the current net book value o f tens o f millions o f dollars
associated with existing investment in capital assets to a large number o f individual
replaceable components. This would be a massive undertaking with minimal
enhancement to reported results.

Case Analysis
The Johns Hopkins University conducted an analysis o f the impact o f the proposed
Statement o f Principals on the University, based on a recently constructed building, (see
attached). In dollar terms, for a building that cost nearly fifty million dollars to construct
and furnish, under the proposed standard, reported first year expenses would be increased
by approximately $777,000, annual depreciation expenses would be increased by
approximately $144,000, the composite average life would be decreased by
approximately 3-years, 8-months, and the university-wide fixed asset account for
buildings would be decreased by approximately $13 million, or 1.3%. Additionally, we
estimate that upon full implementation, Johns Hopkins University financing costs would
increase by more than $500,000 annually.
We estimate that if we were to apply these results on a university-wide basis, the impact
of these changes on the university’s Facilities and Administrative rates would be an
increase o f $2.5 million dollars in our measured cost base in fixing our Facilities and
Administrative (F&A) costs.
Over the past five years, Johns Hopkins University has invested an average o f
approximately $110 million per year in capitalized property and equipment. Assuming
that the University will continue to grow at its recent growth rate, if the relationships
described above were to hold, the expected annual impact o f the proposed changes in the
SOP would be to increase reported annual expenses by over $1.7 million, solely as the
result o f expensing costs that are currently capitalized. Further, if we were to apply the
proposed componetization rules retroactively annual depreciation expense would be
increased by nearly $2.5 million.
In addition to these impacts, componetization such as posited by this proposal, would
significantly increase the administrative burden o f accounting for Property and
Equipment. Under current practice, Johns Hopkins University separately depreciates the
building shell and aggregated building components for each o f the one-hundred buildings
it owns. Under the proposal, the number o f assets separately depreciated would increase
approximately five-fold. We do not see any benefit accruing from the additional
administrative costs that would be required to support additional accounting
requirements.

Summary:
In summary, we have identified three areas o f impact that we believe would be
detrimental to Johns Hopkins University if the University were subjected to the proposed
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SOP, but we have not been able to identify any benefits that would accrue to The
University, its research sponsors or its lenders.
In those areas in which quantitative estimates can be made, we estimate that reported
annual expenses would be increased by between $2.5 million and $4.7 million, (based on
whether we were to apply the new standard retroactively) due to (1) a shifting o f costs
from capital to current period expense ($1.7 million) (2) increased depreciation expense
caused by the shortening o f the average life calculation as a result o f increased
componetization ($300,000 to $2.5 million), and (3) a reduction in the authorized ceiling
for issuance o f tax-free debt ($527,000).
A second arena o f concern involves those areas in which the proposed SOP will have a
negative financial impact on the University, but for which the amount o f the impact
cannot be determined at this time. These areas are: (1) the potential loss o f federal
research awards resulting from an increase in the University’s measured Facilities and
Administration (F&A) cost rate, (2) the administrative cost increases resulting from a
significant expansion in depreciation record-keeping, and from the likely requirement to
maintain dual records for financial statements and government regulatory purposes, and
(3) increased cost o f managing debt financing resulting from a lowering o f the average
life o f assets, and, the consequent reduction in the allowable life o f debt issues.
Finally, there are non-quantifiable impacts. These include, (1) concerns over maintaining
the reliance on GAAP statements by the Federal Office o f Management and Budget, (2) a
moving away from the matching principal, and (3) our concern over the timing o f
implementation, if the SOP is adopted by AICPA, but not approved by the Federal
Government as an approved accounting basis.

Conclusion:
On a “bottom line” basis, conversion to an accounting regime such as that envisioned by
the proposed Statement o f Position would undoubtedly cost Johns Hopkins University
several million dollars per year in real dollars. These losses would be a combination o f
lost revenue, increased interest expense and increased administrative expense. The only
potential benefit that we have been able to identify that would accrue to the University
and its stakeholders is a reduction in the University’s aggregate assets o f $13.2 million, or
approximately three-tenths o f one percent o f total assets o f approximately $4 billion.
We believe that the consequences described above are unintended by the Accounting
Standards Executive Committee and that they are sufficiently detrimental to private notfor-profit colleges and universities, particularly those with a significant federal research
presence, to warrant the exclusion o f these institutions from applicability o f this SOP.
We believe that comparability between private not-for-profit colleges and universities
and publicly traded corporations is less important than comparability between private and
public colleges and universities with respect to the measurement o f costs.
We believe that institutions such as Johns Hopkins University will suffer from the
implementation o f the proposed SOP and will reap no benefits.
7

Therefore, The Johns Hopkins University urges the Accounting Standards Executive
Committee to exempt private not-for-profit colleges and universities from the
application of the Statement of Position.
Respectfully

Enclosure
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The Johns Hopkins University
Illustration o f the Impact o f the Proposed SOP

Current Practice
Useful Life

Component

Cost

Building Shell
Building
Components
Land Improvement

$23,727,163

40 Years

$ 593,179

24,163,132
1,448,784

20 Years
15 Years

1,208,157
96,586

Totals
Weighted Average
Life

$49,339,079
29.45

Construction,
Exterior
Construction,
Interior
Elevators
Fire Protection
Floor Cover
Floor Structure
Foundation
HVAC and
Plumbing
Interest
Land Improvement
Electrical
Roof Cover
R oof Structure
Site Preparation
Steel Frame
Fixed Equipment

$7,931,626

Totals
Weighted Average
Life

$48,706,140

Component

$1,897,922

Componentization Under Proposed SOP
Useful Life
Cost

Component

Annual
Depreciation

30 Years

Annual
Depreciation
$264,388

2,759,804

20

137,990

753,219
636,005
432,082
97,969
7,458,622
14,267,941

23
23
12
40
40
21

32,749
27,652
36,007
1,959
149,172
679,426

198,834
1,448,784
5,402,774
364,952
1,033,008
1,345,326
1,047,000
3,528,194

25
15
21
18
40
25
40
15

7, 953
96,586
257,275
20,275
20,660
53,813
20,940
235,213

$2,042,059
25.79 Years

Costs that would be expensed under the proposed SOP
Cost

Demolition
Furnishings

$ 532,000
100,939

Total

$ 632,939

ANALYSIS
First Year Impacts:
Increase in Depreciation Expense
Costs shifted from Capital to Expense

Total First Year Impact (single building)

$ 144,137
632,939

$ 777,076

Annualized Impact: (based on $110 million investment)
$777,000 x 110/50

$1,709,000

University-Wide Impact:
Increase in Annual Depreciation Expense
As a percent o f current base
Actual Building Depreciation, Fiscal Year 2001

$

144,137
7.6%
$32,829,979

Projected Increase in Annual Depreciation Expense

$ 2,495,078

Annualized For New Investments Only:
$144,000 x 110/50

$

308,000

Impact on Borrowing Costs:
$
632,939
Reduction in Capital Assets
1.3%
As a percent o f current base ($49,339,079)
Gross University investment in Buildings
$1,014 million
and Leasehold Improvements
$13,182,000
Aggregate Reduction in Capital Assets
Average Spread between Tax-exempt and Taxable Borrowings (approx.)
4%

Estimated annual increase in borrowing costs

$

527,280

GREAT PLAINS ENERGY
The holding company o f

Kansas City POWer&Light’

November 13,2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
RE:

Comments of Great Plains Energy and Kansas City Power & Light Company on
the Proposed Statement of Position, “Accounting For Certain Costs And Activities
Related To Property, Plant, And Equipment.”

Dear Mr. Simon:
Great Plains Energy (GPE) appreciates the opportunity to comment on the proposed
Statement of Position (SOP), “Accounting for Certain Costs and Activities Related to
Property, Plant, and Equipment” as prepared by the Accounting Standards Executive
Committee (AcSEC).

Great Plains Energy is a newly formed holding company with both regulated and nonregulated subsidiaries. Its regulated subsidiary, Kansas City Power & Light Company
(KCPL), is a leading provider of energy and related products and services for homes
and businesses in the Kansas City metropolitan area and nationwide. A progressive and
successful company, KCPL leads the electric utility industry in customer service and
operational strength. Headquartered in downtown Kansas City, Missouri, KCPL
generates and distributes electricity to approximately 470,000 retail customers, cities
and electric utilities in Missouri and Kansas. The comments below are primarily
directed toward the impact of the proposed SOP on KCPL, the regulated utility.

1201 WALNUT STREET « POST OFFICE BOX 418679 » KANSAS CITY, MO. 64141-9679 1 (816)556-2200 •

WWW.KCPL.COM

GPE and KCPL support the comments submitted by the Edison Electric Institute (EEI),
the association of the Unites States investor-owned utilities and industry affiliates and
associates worldwide.

General Comments
KCPL has several characteristics, as do other regulated electric utilities, which cause
the provisions of the proposed SOP to have a significant and adverse impact on its
current accounting for property, plant and equipment (PP&E.) and on the costs thereof.
1. KCPL is capital intensive. Expenditure for new capitalized PP&E are
routine, ongoing and, except for the periodic construction of a major
generating unit, are generally substantially constant in amount.
Consequently, there is minimal income volatility due to plant transactions.
2. Accounting for PP&E is subject to the rules and regulations of the Federal
Energy Regulatory Commission (FERC). Specific and detailed
instructions dictating the classification of capital versus expense and the
elements to be included in capitalized PP&E are documented in the Code
of Federal Regulations (CFR), 18 CFR Part 101, Electric Plant
Instructions. KCPL has established processes, as well as work in process
and asset management systems to comply with these instructions.
3. KCPL’s retail electric rates are established by the state public utility
commissions (PUC’s) for the states in which they operate. One of the
primary requirements of the PUC’s is to ensure that the amounts charged
current ratepayers for the provision of service fairly represents the
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complete cost of service for the period in which the service is provided.
Through ongoing review, the PUC’s ensure that costs are neither
frontloaded nor backloaded, either of which would shift the burden to
ratepayers other than those benefiting.

Electric utilities are subject to significant industry-specific accounting regulations and
subsequent and intensive regulatory oversight. KCPL believes its current accounting
practices regarding PP&E already reflect a well-coordinated application of standards
resulting in consistent, meaningful reporting. Furthermore, the proposed SOP will not
result in an improvement in practice. Rather, application of the provisions of the SOP
will require KCPL to follow one set of practices for regulatory purposes and a second
set for financial purposes, significantly increasing the costs in excess of $300,000 per
year and millions of dollars to implement. KCPL concurs with EEI that the electric utility
industry should be exempt from the provisions of this SOP and continue to rely on the
application of SFAS 71 as authorization to account for PP&E as required by its
regulators. Alternatively, KCPL recommends that the provisions of the SOP be
expanded to permit group depreciation based on statistical analyses, as currently
practiced by the utility industry under the oversight of its regulatory commissions.

KCPL believes that a detailed study should be commissioned to determine if the
benefits of implementing this SOP are greater than the additional costs incurred to
comply with the new SOP requirements. For a regulated utility, net income represents
mainly the equity return on PP&E. Under the accounting prescribed by the SOP, net
income will decrease only because of the costs created by the SOP because regulatory
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assets and liabilities will be recorded for the differences in accounting between
regulators and the SOP. Even this decrease in net income will disappear when the
costs are recovered from the ratepayers.

Comments on Specific Issues
Issues 2 and 3, Project Stage Framework
KCPL believes that the distinction between capital and expense for a given project
should be based on the types of activities performed and not on the timing of such
activities. KCPL disagrees that specific costs should be expensed if incurred prior to
management approval but capitalized if incurred after management approval. Often,
preliminary engineering, site studies and other such activities are performed in order to
validate a preliminary decision to pursue the project. If preliminary approval for the
project is subsequently withdrawn based on the results of these activities, the
capitalized costs are reclassified as expense. The distinction between preliminary stage
costs versus pre-acquisition stage costs should be based solely on types of activities
and not on timing of approval.

Issue 4, Accounting for Costs Incurred - Other than Direct Costs
KCPL agrees with the SOP that “overly aggressive allocations” of overheads may have
occurred in the past. KCPL believes that blanket “smears” of non-specific overheads
should not be capitalized. In fact, such practices are prohibited by 18 CFR Part 101,
Electric Plant Instruction 4 (B) which states that “The addition to direct construction
costs of arbitrary percentages or amounts to cover assumed overhead costs is not
permitted.”
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KCPL disagrees with the SOP’s provisions that would prohibit any capitalization of
direct support or indirect overheads, even when directly related to a capital project. The
SOP requires that all general and administrative support costs and other overheads be
expensed. The FERC, in its Uniform System of Accounts Electric Plant Instructions
Nos. 3 and 4, specifically requires utilities to capitalize all overhead construction costs
“to the end that each job or unit shall bear its equitable proportion of such costs.” This
practice ensures that all the costs contributing to an asset’s value are borne by the
ratepayers who will benefit from that asset over its life as measured by its annual
depreciation.

KCPL currently capitalizes two types of costs under FERC instructions that would be
prohibited by the proposed SOP: 1) direct support costs and indirect overheads.
Additionally, the SOP appears to prohibit capitalization of any compensated absences
or payroll benefits thereon.

Direct support costs that would be prohibited include those costs incurred by a support
department, such as Legal or Purchasing, even when they can be directly assigned to a
capital project on an employee’s time ticket based on specific time spent directly on the
project. This is the situation described in the SOP’s Example 8 of Appendix C in which
the CEO would be required to expense the 15% of her time spent reviewing the
project’s budget, giving final approval to the site selection and approving the architect’s
drawings. The implication is that this same activity could be capital if performed by the
department doing the construction but expensed if done by a centralized support group.
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Consequently, the classification of the cost seems to be driven by “Who does the
work?” and not by “Can the work be directly associated with the capital project?”

The second type of costs currently capitalized by KCPL that would be prohibited by the
proposed SOP is indirect overheads. This prohibition appears to apply to any kind of
internal cost other than direct labor. In addition to the FERC requirements stated
above, KCPL is required by its PUC to capitalize a portion of its administrative and
general costs to the extent that they apply to capital projects. This is true even where it
is unrealistic to have such costs charged directly to a project by means of employee
time tickets. At KCPL, 17% of its 2000 internal labor was charged directly to capital
projects. The PUC requires KCPL to capitalize an equal percent of the costs of
processing payroll. In a capital-intensive industry, the cost of capital projects would be
significantly understated and expenses overstated if all such costs were expensed.

Paragraph A11 of the SOP’s Basis For Conclusions indicates that “allocation of indirect
and overhead costs to PP&E development projects, thus removing them from period
costs, could affect the period-to-period comparability of income statements.” The
comparability of income statements could be more significantly impacted by the
scheduling of major maintenance projects, and the constant shifting of direct internal
labor between construction and maintenance projects. However, to the extent that
utilities incur constant levels of capital projects, there would be no income statement
volatility either from the capitalization of direct costs or the capitalization of related
support or indirect overheads.

6 o f 12

Finally, although not specifically related to the prohibition against capitalization of
support costs or indirect overheads, KCPL is concerned that the SOP appears to
prohibit capitalization of all compensated absences and payroll benefits thereon. As
part of the discussion of costs incurred in both the preacquisition and in-service stages,
the SOP states that directly identifiable costs “include only payroll and payroll benefitrelated costs....of employees who devote time to a PP&E preacquisition” (or
acquisition-or-construction) “stage activity, to the extent of time the employees spent
directly on that activity and in proportion to the total hours employed (including
compensated absences.)” The cost of vacations, holidays, sick leave and other
compensated absences is a significant cost of doing business. Those benefits are
earned during the time an employee is on the job and are considered a real cost
associated with performing the employee’s job responsibilities. KCPL “loads” these
costs, directly onto the direct labor dollars in accordance with FERC CFR Electric Plant
Instruction #4 cited above. At KCPL, the annual cost of compensated absence equals
about 19% of the cost of labor paid to an employee while on the job. If these costs were
not included in the labor cost capitalized, there would be a significant understatement of
the cost of capital projects and an overstatement of expense.

As recognized in Paragraph 31 of the SOP, the costs discussed above are properly
capitalized when included in a billing from a third party. Failure to allow capitalization of
internally generated direct support costs, directly associated overheads and related
compensated absences would create inconsistency between costs capitalized from a
third party and costs capitalized form internal sources.
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Issue 6 - Accounting for Costs Incurred During the In-Service Stage
The SOP indicates that costs incurred during the In-Service Stage must be expensed
unless they are incurred for “(a) the acquisition of additional components of PP&E or
(b) the replacements of existing components of PP&E.” However, at KCPL, it is routine
for a capital project to be placed in service when it is able to fulfill its operational function
but before all elements of the job have been completed. Costs to complete the asset
should continue to be capitalized.

Issue 7 - Accounting for Costs Incurred - Removal Costs
As indicated in General Comments, the emphasis of utility regulators is to ensure that
current period electric rates include all costs (and only those costs) of providing service
to current ratepayers. Thus, utilities are required to capitalize the support and indirect
costs related to capital projects. This is also the reason that the costs of removal, net of
salvage, are included in depreciation charges. Paragraph A32 in the SOP’s Basis for
Conclusions, states that “removal costs are the last costs in the life cycle of an asset
and should remain associated with the removed asset rather than being capitalized into
the cost of the replacement asset.” Consistent with this conclusion, electric regulators
require the ratepayers who benefit from the asset pay for the cost of the asset which
includes those costs incurred at the end of its life cycle. Removal costs are not
associated with the cost of the replacement asset, but rather with the asset replaced.

To the extent that depreciation rates include estimates (based on historical activity) of
removal costs and salvage, these estimates are reviewed routinely by the PUC through
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required updates of depreciation studies, submitted systematically to the PUC, and
rates are adjusted as necessary.

Based on initial analysis, KCPL believes that, with relatively few exceptions, these
removal costs do not represent “asset retirement obligations” as defined by Statement
of Accounting Standards No. 143, Accounting for Asset Retirement Obligations.

Issue 8 - Accounting for Costs Incurred - Planned Major Maintenance Activities
KCPL agrees that planned major maintenance activities do not represent a separate
PP&E asset or component. ,t does believe, however, that there is justification to accrue
a liability, prior to actual costs being incurred, for the estimated costs of certain planned
major maintenance activities.

Specifically, KCPL believes that this treatment is appropriate for costs incurred during
nuclear refueling outages. A significant portion of the maintenance activities occurring
during nuclear plant refueling outages can not be accomplished when the plant is
running. In Paragraph A37 of its Basis for Conclusions, the SOP offers as one of its
arguments that “prior to the performance of the planned outage, an entity does not have
a present unavoidable duty or responsibility to sacrifice assets in the future.” An electric
utility, as a consequence of its franchises, however, does have a duty to “sacrifice
assets in the future.” The utility must serve its customers. It must maintain its nuclear
power plant or seek other sources of power. As soon as the plant begins burning its
nuclear fuel, it is building a liability to refuel a subsequent time. Additionally, accrual for
major maintenance activities eliminates income statement volatility where refueling
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outages are on 18 month rather than 12 month cycles and better reflects costs included
in regulated revenues. KCPL understands that one of the reasons for not allowing
accrual of major maintenance activities is because of abuses of a few companies. It
would seem logical that the abuses should be eliminated and rather than eliminating an
appropriate accounting method.

Issues 12,13 and 14 - Component Depreciation
KCPL strongly agrees with EEl’s comments in regards to Issues 12,13 and 14. The
group and composite methods of depreciation allow for fair and equitable recovery of
capital assets in a cost effective manner. Utilities have highly sophisticated computer
systems designed specifically to capitalize, track and retire voluminous amounts of
constructed assets. These systems serve as databases for periodic, required
depreciation studies. For each group of assets, the studies determine the dispersion of
actual useful lives around an average life. KCPL is required by its PUC to file new
depreciation studies every five years. Using the results of these studies, the PUC’s can
adjust the composite depreciation rates, if and where necessary, to ensure proper
depreciation of various asset groups.

When an asset is retired, the gross cost of the asset is charged against the applicable
group’s accumulated reserve for depreciation. Thus, the net book value is included in
the reserve. Costs of removal, net of applicable salvage, are also charged to the
reserve. The composite rate authorized by the PUC reflects an average useful life.
Historically, any asset group will include both early mortalities and late survivors. The
method used currently by utilities and their PUC’s provides for a systematic true up to
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compensate for this dispersion of actual lives around the average by adjusting rates
prospectively in accordance with the depreciation studies. As shown in the example
submitted by EEI as part of their comments for Issue 14, the electric utility industry
method prevents “frontloading” depreciation expense for the early mortalities while
continuing to reflect applicable depreciation expense for the late survivors.

KCPL agrees with EEl’s request that electric utilities be exempt from these provisions in
their entirety, but at a minimum, be exempted from these provisions as applicable to
“mass” property such as poles and conductor.

Issues 16 through 19 - Transition
KCPL agrees with the transition methodology identified in the SOP. If utilities are not
exempt from the Component Accounting provision of the SOP, however, the amount of
time allowed by the SOP for implementation is inadequate to modify systems, analyze
the voluminous asset records and address regulatory issues. KCPL would request the
delay of implementation for an additional year.

Paragraph 59 - Disclosures
KCPL has no difficulty with the requirement to categorize PP&E into the categories
listed in Paragraph 58:1) Land and land improvements, 2) Buildings and building
improvements, 3) Machinery and equipment and 4) Construction Work in Progress.
However, the requirement to subcategorize PP&E wherever the costs within a category
are significant in relation to a category and have expected useful lives significantly
different from the category as a whole would result in voluminous disclosures. Electric
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utilities have PP&E categorized functionally into groups for intangible, production,
transmission, distribution and general plant. Each of these functional groups is further
subdivided into smaller groups for reporting to FERC and for each of which a composite
depreciation rate is established. Summarizing PP&E in the manner proposed by the
SOP would result in an extensive disclosure that would not necessarily improve the
information provided.

Conclusion
KCPL believes that the existing method of accounting for PP&E under the requirements
of Generally Accepted Accounting Principals and the FERC reflects an extensive and
well-developed framework that provides a systematic and rational means of consistency
between financial and regulatory reporting. Application of the proposed SOP would not
result in a significant improvement in the quality of financial reporting and would, in fact,
result in a significant cost to implement and maintain.

KCPL appreciates the opportunity to comment on this proposed Statement of Position.
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Carroll Electric
Cooperative Corporation
P. O. Box 4000
Berryville, Arkansas 72616
(870)423-2161

November 12, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards, File 4210.CC
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
New York, NY 10036-8775
Dear Mr. Simon:
Thank you for the opportunity to comment on the proposed rule regarding Accounting
fo r Certain Costs and Activities Related to Property, Plant, and Equipment.
As a regulated electric utility, our mission is to provide good electrical service at a
competitive price. Attached are detailed comments on the rule. In summary, we are very
concerned about the negative impacts consumers would bear in terms o f price level, price sta
bility, and service.
If additional information is needed please notify me at (870) 423-2161.

Sincerely,

R obB oaz
Vice President, Office Services
RAB/np
Enclosure

Background
Carroll Electric Cooperative Corporation is a tax exempt, not-for-profit cooperative.
The company is an electric distribution utility serving approximately 67,000 customers
(member/owners) in Northwest Arkansas and Southwest Missouri. Assets total over $211
million with annual revenues of approximately $70 million. The tremendous growth o f
Northwest Arkansas from Wal-Mart, Tyson Foods, and other supporting industries, results in
large volumes o f asset construction.
Carroll is regulated by the United States Department o f Agriculture’s Rural Utilities
Service and by the Arkansas Public Service Commission. Rates charged to customers are
based on the cost o f providing service. Carroll strives to maintain a balance o f affordable
rates and reliable service.
Summary
We understand this proposed rule is trying to accomplish positive goals for financial
reporting. Additionally, we recognize the concepts are based well in theory. However, we
ask you to consider the full impact o f implementing these theories into real application. The
goals achieved will impact consumers, utilities, and their regulators as much, or possibly
more, than investors and lenders.
Currently, consumer rates include overhead, cost o f removal, and retirement gains and
losses as part o f depreciation, spread over the life o f the asset. It appears this rule could open
the door to unfairly charge consumers as the expenses occur, rather than over the life o f the
asset.
As a comparison, many forces have lead Arkansas, Pennsylvania, California, and other
states to consider deregulation of the electric industry. Few expected the outcomes seen in
California. The public suffering and the complexities o f the industry are sending these forces
into a heavy retreat. Utilities, and their assets, are highly interconnected. Many argue this
creates a natural monopoly. Below we present argument that accounting rules used for many
decades are best suited for our industry.
Component accounting
Carroll’s plant categories consist o f Station Equipment, Poles, Wires, Insulators, Line
Transformers, Services, Meters, Street Lighting, and other accounts. Each account is subdi
vided into like-kind sub-accounts and accounted on a “Composite” basis. This is appropriate
because a high volume of installations occur continuously. Currently, 72 o f the cooperative’s
187 employees are involved in this daily effort. To impede the service they provide to cus
tomers by increasing the necessary paperwork would not serve the public interest. This con
flict is even greater if individual record-keeping became necessary during outages.
In considering component accounting, the concept should be applied to the general
category o f Building, which is frequently the most valuable asset on many balance sheets.

Each wall, door, flooring area, ceiling, roof, cable, appliance, etc., interconnected within that
facility, is not and should not be, accountedfor individually. This would require special ef
forts in constructing the building, separate depreciation rates for each element o f construction,
and separate gains and losses upon disposition. As a further complication, imagine remodel
ing a facility and accounting, individually, for portions o f pipe, insulation, bricks, windows,
trusses, tile, etc.
An electrical system is much like a building. It is a long-lived asset containing many
elements o f critically interconnected units o f construction. These units are periodically modi
fied, replaced, and upgraded. The units o f construction are not always the same units re
tired. . .a mile o f line constructed can be retired in feet. Carroll has more than 8,050 miles o f
line dating back to 1937. This distance o f line would stretch from New York to Los Angeles
more than 3!4 times. The difficulty o f even estimating a conversion to individual component
items would take many years with extraordinary expense.
Even if rules are applied prospectively, it would be most challenging. Electric utilities
employ highly-skilled personnel in constructing and maintaining electric plant. They are not,
and many times cannot be, trained to keep the records for hundreds o f thousands o f individual
assets. The fact that accounting decisions which directly impact income statements will be
made by non-accountants is very disturbing and due to the job at hand, cannot be escaped.
Cost o f removal
The proposal to expense “cost o f removal” implies the abandonment o f assets. M ost
o f the time, in reality, this cost o f removal is necessary to install new assets. This concept is
like excavating dirt to plant poles or cutting trees to hang wire. All or part o f existing facili
ties must be removed and returned to inventory. However, it should be considered, removal
expenses are formulated into depreciation rates.
Utility assets are not generally constructed on utility property. The utility obtains an
easement for use o f the property. Because the utility does not own the property, a responsibil
ity exists to remove assets not in use and return to inventory. Because this cost o f removal is
not capitalized upon construction, it is appropriate it be capitalized when incurred.
The line between what is construction o f new assets and retirement o f old assets is,
many times, a gray one. The non-accountant’s judgm ent again, flows directly to the income
statement. The use o f higher composite rates to mitigate these differing judgments works
well.
The rate-making process is based on a cost o f service analysis. Charging existing con
sumers for the cost o f removing facilities as a current expense and through depreciation (from
past capitalization) is not fair or in the public interest.

Overhead
If the proposed rule disallows certain overhead expenses from being capitalized, the
associated plant would be undervalued by not recognizing the full cost o f assets.
Expenses related only to construction are sometimes not easily assigned to specific assets/projects. Personnel responsible for planning the overall system contribute directly to the
assets, but charge labor as overhead. Basic cost accounting principles facilitate the allocation
o f costs instead o f full direct costing.
The governing principle is fair value o f assets. If a utility utilizes outside contractors
for projects, their overhead (and profit) would be included as cost. Expensing internal over
head creates a wide disparity in the value between assets built by utility staff and outside con
tractors. Consumers would suffer by paying for previously capitalized overhead and the inef
ficiencies o f direct costing.
Retirement gains and losses
M ost asset components do not have specific installation dates making it difficult, if not
impossible, to assign a reasonable book value. This will lead to arbitrary gains and losses
upon disposition.
Recording gains and losses on the retirement o f assets will create unstable outcomes
for all stakeholders. It is undesirable for gains or losses on retirements to generate rate
swings. Also, a utility’s financial performance can be misleading by planning or recognizing
arbitrary gains and losses.
Gains and losses rely so heavily on identification o f assets and a fair book value o f the
identified asset. It bears repeating, most o f what the proposed rule will charge to income
statements (especially gains and losses) will come from the decisions o f non-accounting per
sonnel. The misstatement potential here is great.

November 12,2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement of Position, “Accounting for
Certain Costs and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Kaw Valley Electric Cooperative, Inc. appreciates the opportunity to submit
written comments regarding the above-referenced Proposed Statement of
Position (PP&E Accounting Proposal) to the Accounting Standards Executive
Committee (AcSEC) of the American Institute of Certified Public Accountants
(AICPA).

1100 SW AUBURN RD.
P .O . BOX 750640
TOPEKA, KANSAS
6667 5 - 0 6 4 0
(7 8 5 ) 4 7 8 -3 4 4 4

Created by the people
for the people

The company is an electric cooperative in the state of Kansas, providing
electricity to approximately 8000 consumers-owners in 6 counties. Since the
company operates within the capital-intensive electric utility industry, the
PP&E Accounting Proposal would significantly impact the companies
accounting policies and administrative costs. Over the past three years,
additions to our total utility plant have averaged $2,233,015 annually. During
this same period, yearly reported patronage capital (margins) has averaged
$1,329,939. We conservatively estimate that, if adopted, this PP&E proposal
could decrease these margins by at least 49%. Resultant electric rates to our
consumers would have to be increased substantially to cover the incremental
costs associated with this proposal and to protect our financial integrity and
credit rating
The company is required to follow accounting requirements promulgated by the
Rural Utilities Service (RUS). The PP&E Accounting Proposal raises
significant ratemaking, operational, and accounting concerns for the company.
The most significant of these concerns arise due to accounting inconsistencies
between this proposal and the RUS Uniform System of Accounts and attendant
RUS regulations and interpretations (collectively, Electric Cooperative
Accounting Requirements). The PP&E Accounting Proposal and the attendant
detrimental impacts to the company include the following:

•

Electric Cooperative Accounting Requirements specify capitalization of
overheads in support of construction projects and permit capitalization of an
appropriate portion of administrative and general (A&G) costs. In addition,
Electric Cooperative Accounting Requirements specify capitalization of
Preliminary Investigation and Survey (PI&S) charges.
The PP&E
Accounting Proposal would prohibit capitalization of overheads, PI&S
charges, and A&G costs.
Implementation of these provisions would dramatically increase earnings
volatility, as these overhead, PI&S charges, and A&G costs would be
expensed, rather than capitalized as they are today. We estimate that the
annual financial impact of these items would decrease our margins by at
least $114,113 annually or more, depending upon the extent of the capital
restrictions ultimately imposed. Furthermore, from the standpoint of rate
making fairness, failure to capitalize these costs would inequitably shift the
burden of collection of these costs from customers using the plant asset over
its useful life to existing customers at the time the plant asset is constructed.

•

Electric Cooperative Accounting Requirements prescribe the use of the
group method of depreciation for plant assets. The PP&E Accounting
Proposal would require use of depreciation accounting by component,
defined as “a tangible part or portion of [plant] that can be separately
identified as an asset and depreciated or amortized over its own separate
expected useful life”. The PP&E Accounting Proposal generally prohibits
the use of a group method of depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method
is not materially different from that obtained under the component method.
Implementation of this provision would require administrative
reorganization to comply with the data collection requirements, as well as
expensive new automated accounting systems—or at a minimum,
significant upgrades to existing software. In addition, determination of
material differences between the component and group accounting methods
would require record keeping for both methods, adding significantly to
plant record-keeping costs, as well as audit costs. The estimated costs to
upgrade automated systems and provide additional administrative record
keeping and data input is projected to add at least $50,000 in one-time costs
and will conservatively exceed $651,033 on an annual basis thereafter. If
adopted, our staffing costs are projected to increase by a least $135,698
annually, or more than 25%, to support the extra administrative and
reporting burdens of this requirement.

•

Electric Cooperative Accounting Requirements, consistent with group
depreciation accounting convention, generally prescribe that gains and
losses on normal dispositions of mass assets be closed to the accumulated
depreciation account, under the theory that over time gains and losses will
net out. The PP&E Accounting Proposal would require that gains and
losses be reflected in results of operations in the current accounting period.

Implementation of this provision would result in increased earnings
volatility, as gains and losses on plant disposition are reflected in the current
results of operations. Annual gains / (losses) closed to the accumulated
depreciation account over the past three years averaged $316,506.
Electricity rates would likely require significant upward adjustment to
provide for this increased uncertainty of earnings.
•

Electric Cooperative Accounting Requirements generally recognize the cost
of removal of a plant asset over the useful life of that asset, as a component
of the depreciation rate. The PP&E Accounting Proposal would require that
cost of removal be reflected in the results of operations in the accounting
period in which such cost was incurred. Removal costs we’ve incurred over
the past three years have averaged $84,716 annually. Implementation of
this provision would result in increased earnings volatility, as cost of
removal is reflected in a single accounting period. Furthermore, from the
standpoint of ratemaking fairness, failure to recognize cost of removal over
the asset’s life would inequitably shift the burden of collection of these
costs from customers using the plant asset to customers during the
retirement of the plant asset.

Each of the above accounting inconsistencies pose operational problems and
create significant administrative burdens for the company that will dramatically
raise the cost of electricity to our rural member owners. The detrimental
impacts of each item should be carefully considered and weighed against any
identifiable benefits before the AICPA AcSEC implements the attendant
provision of the PP&E Accounting Proposal for electric utilities. Further, we
recommend that any and all decisions and changes impacting PP&E be closely
coordinated in advance with RUS and all other federal and state governmental
authorities regulating electric cooperatives and the electric industry.
The company appreciates the opportunity to provide comments on the PP&E
Accounting Proposal and respectfully urges the AICPA AcSEC to consider its
views. If questions arise concerning these comments, please feel free to contact
Ken Gibbon, CPA at 785-478-3444.

Sincerely yours,

Daniel J. O’Brien
General Manager

Joseph P Krott
Comptroller

Sunoco, Inc.

November 15, 2001

Ten Penn Center
1801 Market Street
Philadelphia PA 19103-1699
215 977 6283
Fax 215 977 3902

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Subject: Comments on the Exposure Draft of the Proposed Statement of Position Entitled
Accounting for Certain Costs and Activities Related to Property, Plant, and Equipment
Dear Mr. Simon:
Sunoco, Inc. (“Sunoco”) would like to thank you for the opportunity to comment on the
AICPA’s exposure draft related to the proposed Statement of Position (“SOP”) entitled
Accounting for Certain Costs and Activities Related to Property, Plant, and Equipment. We
have limited our comments to two major provisions of the proposed SOP - accounting for
planned major maintenance activities and component depreciation. As outlined below, we do
not believe that the proposed changes in these areas represent an improvement in accounting and
financial reporting. We believe that the provisions related to planned major maintenance
activities, if implemented as proposed, would negatively impact the usefulness of financial
statements. Sunoco also believes that the proposed provisions on component accounting would
represent a major administrative burden on companies like Sunoco which are currently using
composite accounting, without providing any significant benefits to the users of financial
statements. Sunoco believes that the arguments contained in the proposed SOP are not sufficient
to warrant accounting changes in these areas. We therefore believe that these proposed changes
should not be implemented.
Accounting for Costs Incurred- Planned Major Maintenance Activities
(Paragraphs 42 through 45 and A35 through A40)
Sunoco strongly believes that the accounting prescribed in the SOP related to planned major
maintenance activities should not apply to costs associated with turnaround activities in the
refining industry. Our position is that these costs should be deferred when incurred and
amortized over the period benefited — i.e., the period until the next turnaround occurs. The
following discussion provides history of the refining industry, a description of refinery
turnaround costs, a summary of the alternative methods currently used by refiners in accounting
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for turnaround costs, and the basis for our conclusion that the costs should be deferred and
amortized.
Refining History
Refining operations have been conducted in the United States for over 100 years. Sunoco itself
has two refineries that were built prior to 1900 and a third which was built shortly thereafter. The
last new refinery in the United States was constructed in the early 1980s. Industry analysts
frequently write that there will never be another refinery built in the United States due to the
substantial investment required and the difficulty o f obtaining the necessary environmental
permits. Refineries are essentially “rebuilt” as new technology is implemented, as worn out parts
are replaced and as units are “overhauled” through major planned maintenance shutdowns or
turnarounds. Generally, refinery turnarounds not only restore and improve the efficiency o f the
unit being “turned around” but also extend its life and increase its capacity. The extension o f the
life of the unit is generally not taken into account in recognizing depreciation expense.
Description o f Refinery Turnarounds
Most refineries are comprised of multiple operating units that convert raw materials such as
crude oil into finished products such as gasoline and distillate fuels. Each unit operates
continuously for 3-5 years between turnarounds. The length o f a turnaround cycle is dependent
upon numerous safety and economic factors. Turnarounds are comprised o f maintenance
functions intended to address these safety and economic factors and permit the unit to operate
until the next turnaround. While the turnaround restores some o f the equipment to its original
condition, it also extends the useful life of the unit as a whole. This is evidenced by the long
lives o f refineries, well in excess o f their normal 20 to 25 year depreciable life. In addition,
turnarounds also result in improved efficiency in the refining process that has historically
resulted in increased throughput capacities and/or enhanced yields o f operating units. The
frequency o f the maintenance activity varies for different units o f the refinery and its component
parts. Certain units and components are refurbished in each turnaround while other parts may
require maintenance less often.
Turnarounds represent significant events around which many oil flow and business decisions
occur. Sunoco’s management subjects proposed turnaround expenditures to an investment
analysis to make decisions around the level, timing and nature o f spending. This decision
making process is similar to the one used to construct new assets or implement new technology.
In fact, the investment in a turnaround often exceeds most, if not all, capital projects in a given
year.
Turnaround Accounting Methods Used by Refiners
The three methods historically followed by refiners in accounting for turnaround costs are
Expense as Incurred, Accrue in Advance or Defer and Amortize. The Expense as Incurred
method, which is the prescribed method in the proposed SOP, is typically followed by the major
integrated oil refiners that have a large number o f refineries and thus generally have a fair
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amount o f turnaround activity in each reporting period. The Accrue in Advance method is used
by a small minority o f independent refiners, while the Defer and Amortize method is the most
commonly used method by independent refiners. The independent refiners typically have a
small number o f refineries and turnaround levels may vary dramatically from one reporting
period to the next.
In 1990, Sunoco changed from the Expense as Incurred method to the Defer and Amortize
method. A preferability letter was obtained from our independent accountants and we obtained
concurrence o f this change from the Office o f the Chief Accountant o f the Securities and
Exchange Commission.
While each o f the three methods utilized by refiners is very different, any o f the three can result
in the proper matching o f revenues and expenses under the right circumstances. A refiner that
has a large number o f refineries would typically incur turnaround costs for several units each
reporting period and through the Expense as Incurred method may recognize period costs
comparable to the results if one o f the other two methods were used. With a three to five year
turnaround period, however, a refiner with a small number o f refineries would experience
significant earnings fluctuations if it were to follow the Expense as Incurred method due to this
method’s failure to properly match costs and revenues, (i.e. The periods with turnarounds would
realize much higher operating expenses and also lower production.)
Conclusion
Refinery turnarounds are different from recurring repairs and maintenance because they result in
short-term benefits by restoring or improving efficiency and, over the long term, result in
extended useful lives for the refinery assets and, in many cases, higher capacities and/or yields.
As such, the cost of a refinery turnaround meets the definition o f an asset as described in FASB
Concepts Statement No. 6 (“Concept No. 6”). Paragraph 25 o f Concept No. 6 states, “Assets are
probable future economic benefits obtained or controlled by a particular entity as a result o f past
transactions or events.” Paragraph 28 continues, “The common characteristic possessed by all
assets is “service potential” or “future economic benefit” to the entities that use them ... That
service potential or future economic benefit eventually results in net cash inflows to the
enterprise.” We also believe that costs associated with the turnaround should be recognized over
the period that benefits from the turnaround - i.e., the expected period until the next turnaround
occurs. Deferring and amortizing turnaround costs provides an effective matching o f costs with
revenues. Concept No. 6, paragraph 145 indicates, “Accrual accounting uses accrual, deferral
and allocation procedures whose goal is to relate revenues, expenses, gains, and losses to periods
to reflect an entity’s performance during a period instead o f merely listing its cash receipts and
outlays. Thus, recognition o f revenues, expenses, gains, and losses and the related increments or
decrements in assets and liabilities - including matching o f costs and revenues, allocation and
amortization - is the essence o f using accrual accounting to measure performance o f entities.”
Sunoco also believes that the Expense as Incurred method should continue as an acceptable
method of accounting, but only for companies with a large number o f turnarounds since they
would presumably occur ratably during most reporting periods. This method would also provide
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for the appropriate matching o f costs and revenues in such situations and would not likely have a
material impact on the assets and equity o f such entities. We believe that the Accrue in
Advance method is a less preferable method, since engineering estimates and forecasts are
required which reduce the reliability o f information provided. We also agree with the conclusion
in the proposed SOP that the amounts accrued under this method do not represent a liability as
defined under FASB Concepts Statement No. 6.
We believe that financial statements would be far less useful to industry analysts and other users
if independent refiners were required to account for turnarounds under the provisions o f the
proposed SOP. As previously discussed, we do not believe that costs are properly matched with
associated revenues, creating extreme volatility in reported earnings. (In some cases, the cost of
a turnaround could easily exceed the total profit generated by a refinery during the quarter o f the
turnaround.) Secondly, much o f the variance in period-to-period earnings would be caused by the
timing o f planned turnarounds and not more significant factors, such as market conditions and
operating reliability. This also makes it much more difficult for industry analysts to forecast
earnings, particularly when companies are reluctant to discuss their turnaround schedules in
advance for competitive reasons. Finally, shifts in the timing o f turnarounds will require
significant adjustments to earnings estimates that could cause substantial fluctuations in a
company’s stock price if the reasons for the change are not fully understood by investors.

Component Accounting
(Paragraphs 49 through 56 and A44 through A49)
The proposed SOP requires that companies identify and separately account for individual
components o f a larger asset to which the components relate. This would involve capitalizing
each component separately and depreciating it over separate expected useful lives.
Many refiners, including Sunoco, currently use the composite method o f depreciation. Sunoco
believes that this method should continue as an acceptable alternative to the use o f component
accounting. Changing from the composite to component method would result in expensive and
time-consuming changes to the applicable fixed asset accounting systems. Given that many
assets have interrelated component parts, we question the necessity o f accounting for each o f
those component parts separately. In addition, we believe that the identification o f component
parts would very likely vary dramatically between companies and therefore the desired goal o f
uniformity would not be achieved.
Paragraph A48 of the proposed SOP provides that the use o f composite depreciation will not be
precluded to the extent that an entity can demonstrate that the results under the composite
depreciation method are not materially different from those that would have been obtained under
component accounting. We believe it will be very difficult to continually perform the
appropriate tests to ensure that this condition is being met without maintaining component
accounting records. We also believe that the concerns enumerated about composite depreciation
may be minimized by periodically reviewing the composite life o f the asset.
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Sum m ary

In summary, Sunoco believes that adoption o f the provisions o f the SOP which deal with planned
maintenance activities and component depreciation would have a significant impact on a
company’s reported financial information and would dramatically increase the administrative
burden, without providing significant benefits to users o f financial statements. We believe that
the proposed changes related to planned major maintenance activities would adversely affect the
reliability and usefulness o f reported financial information by causing substantial volatility o f
reported results and distract financial statement users from the significant business issues with
which they should be concerned. The requirement to use component accounting would require
significant modifications to accounting systems and procedures for depreciation calculations. We
believe that the proposed statement underestimates the administrative costs o f using this method
o f depreciation and therefore, does not properly weigh the costs with the associated benefits of
the change.
Thank you for the opportunity to comment on the proposed SOP.
Sincerely,

Joseph P. Krott

R appahannock E lectric C ooperative
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November 12, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
And Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Rappahannock Electric Cooperative (REC) is an electric distribution cooperative
headquartered in Fredericksburg, Virginia. Formed as a cooperative in 1937, REC serves
approximately 80,000 customer-owners in sections o f 16 counties in north-central
Virginia. REC has total assets o f almost $330 million, o f which net utility (electric) plant
constitutes $235 million. Long term indebtedness to the Rural Utilities Service totals
$115 million, with another $46 million to two supplemental lenders. Annual revenues in
FY 2000 were $143 million, with total margins o f approximately $8 million, which have
been allocated back to our customer-owners as capital credits.
REC is very concerned regarding the potential impact on our financials and operations
that the proposed SOP can and will have on our organization and it customer-owners. We
appreciate the opportunity to express our concerns to the AICPA. We realize that other
cooperative-related organizations, such as the NRECA and the Virginia Association of
Electric Cooperatives, are submitting comments regarding the proposed SOP and its
overall impact on electric utilities and cooperatives. It is our desire to share the potential
and projected impacts the implementation o f this ruling would have on our cooperative in
particular.
Our staff has reviewed the proposed SOP and conducted analysis in several areas that
will be significantly impacted. We want to begin, however, by saying that “in theory” we
tend to agree in some instances that this may be a more appropriate treatment related to
property, plant, and equipment. Particularly in the case what is classified as “General
Plant”, e.g.: vehicles, office equipment, power operated equipment, etc., it is very
appropriate. These assets are easily identifiable and have relatively short useful lives (5 to
15 years compared to approximately 33 years for Electric Plant.) In fact, REC has already
begun to account for and depreciate these General Plant assets on a unit basis.
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Conversely, however, particularly pertaining to the mass units associated with Electric
Utility Plant (hundreds o f thousands o f poles, millions o f feet o f wire, tens o f thousands
o f transformers, etc.), adoption o f this rule would place an unduly tremendous financial
and operational burden on the utilities, and particularly on the distribution cooperatives
like REC. Compliance would require having to incur significant consulting and
programming expenditures to modify our information systems. It would require our staff
to spend inordinate amounts o f time and effort in the process, and most certainly require
us to incur significant consulting assistance and costs in the attempt to collect the
tremendous amount o f detailed data associated with these mass units. To assure
continued compliance would also require significant modifications in our day to day
operating process related to design o f and record keeping associated with the construction
and retirement o f electric plant.
We project that the initial effort for the compliance and implementation o f the proposed
rule will cost a minimum o f $600,000. These costs will result from: additional
information system modification expenses, consulting assistance to modify accounting
and operational processes and procedures, and the collection and input o f the detailed
data associated with these mass units. Following this, we project additional annual
recurring expenses of approximately $150,000 to $200,000 for added resources
(personnel, software, etc.) to assure continued compliance, further negatively impacting
our margins.
Another real impact would result from our no longer being able to capitalize overhead
costs related to the construction o f electric plant. Not only is this not in compliance with
our mortgage requirements with RUS and our supplemental lenders, the inability to
capitalize these costs will result in our having to realize an estimated additional $250,000
per year in operating expenses, further reducing our margins. With these costs, coupled
with the initial costs to comply with the rule, we estimate that in the first year REC would
realize at least $1,000,000 in additional operating expenses, with almost $500,000 in
added expense annually thereafter. Further, the potential impact o f the rule on
depreciation expense could have an even greater negative impact, the degree o f which we
have not yet been able to ascertain.
As an electric utility, and particularly an electric cooperative, regulated by the state of
Virginia, our ability to recover any additional costs through rate adjustments is extremely
limited. In fact, as Virginia prepares for the restructuring o f the electric utility industry,
our rates are capped (i.e.: “frozen”) for the next several years as this restructuring is
phased-in within the state. Adoption o f this ruling, and the significant additional expense
is would cause, will have an extremely detrimental impact on our financial position for
the foreseeable future.
All this being considered, we further do not understand or agree that this change provides
any material benefit to the reporting o f our financial results. The current practice of
composite depreciation for electric plant, which has been the accepted methodology for
over 60 years o f operation, has provided fair representation in all material aspects o f the

value o f our utility plant. It is a reasonable and proven effective method o f matching the
installation costs o f these assets to the depletion o f their value over their useful life. And
it is the accepted and required methodology o f our regulators and mortgagors. It also
places an undue burden on the utilities, particularly during this period o f devoting great
amounts o f effort and resources to the complete restructuring o f the industry.
As such, we strongly and respectfully urge the AICPA to reconsider this proposed rule, as
it applies to electric utility plant assets. If through further research a change is deemed
appropriate, a more reasonable alternative might be proposed at some future point with
which the utilities can comply without the undue expense and resource requirements this
rule would impose.

Lewis, CCM
M
angero f Administrative Services
and Controller

579 Tenney Mountain Highway
Plymouth, NH 03264-3154
www.nhec.com
603-536-1800 / 800-698-2007

New H a m p s h i r e

Electric Co-op
November 13, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
The New Hampshire Electric Cooperative, Inc. (NHEC) is a New Hampshire memberowned, not-for-profit electric utility, serving 70,000 homes and businesses. NHEC is a
distribution cooperative providing electric delivery service to its members. It also owns a
small interest in the Seabrook Nuclear Power Plant.
NHEC appreciates the opportunity to provide its comments regarding the above
referenced Proposed Statement o f Position (PP&E Accounting Proposal) to the American
Standards Executive Committee (AcSEC) o f the American Institute o f Certified Public
Accountants (AICPA). Because NHEC conducts its business as part o f the capitalintensive electric utility industry, the PP&E Accounting Proposal would significantly
impact the accounting policies and procedures o f NHEC, its resulting financial
statements, and the labor and systems required to perform accounting functions.
As discussed in depth below, the PP&E Accounting Proposal raises significant
operational, accounting, and regulatory concerns for NHEC. The accounting provisions
included in the proposal may be very appropriate for certain industries, other than the
electric utility industry. However, for NHEC and other utility companies, the accounting
provisions included in the proposal are inappropriate. The effect o f the proposal on
utility companies in general, and NHEC specifically, do not seem to have been taken into
consideration.
Unlike most other electric cooperatives, NHEC is not regulated by the Rural Utility
Service (RUS) because it has no outstanding debt with the federal government.
However, NHEC is regulated by the Federal Energy Regulatory Commission (FERC).
NHEC is also partially regulated by the New Hampshire Public Utilities Commission
(NHPUC). The PP&E Accounting Proposal would affect the methodology NHEC
utilizes to design rates based on cost o f service studies that utilize the defined cost

elements o f the FERC Uniform System o f Accounts. Because NHEC is FERC regulated,
it legally must comply with the FERC accounting regulations that include great detail
regarding what is to be classified as PP&E. Much o f the PP&E Accounting Proposal is
contrary to the FERC accounting regulations.
Due to regulation by both FERC and the NHPUC, NHEC accounts for the effects of
regulation in accordance with the Statement o f Financial Accounting Standards #71
(FAS71), following the specific guidelines o f the Uniform System o f Accounts. FAS 71
allows for rate making principles, that make it possible to avoid spikes in the level o f
electricity rates, to be consistent with the accounting processes o f the utility (NHEC, in
this case). The income statement, as presented consistent with FAS, reflects the expenses
that the rates recorded as revenue are designed to recover. This provides a matching o f
NHEC’s accounting and ratemaking. The application o f both the FERC Uniform System
o f Accounts and FAS provide the best means o f matching revenues with expenses;
thereby, presenting the fairest possible representation o f NHEC financial position and its
results o f operations on its financial statements.
The PP&E Accounting Proposal is inconsistent with NHEC’s (and most other electric
utilities’) ratemaking practices and with the Uniform System o f Accounts in many ways.
Because there is currently a consistency between NH EC’s rate-making and its
accounting, the PP&E Accounting Proposal would force NHEC to significantly raise its
rates in order to meet its mortgage covenants. Because electric utilities, especially those
that are consumer-owned, have an obligation to serve their member-ratepayers at
reasonable rates and electricity is an expensive commodity, such an increase in rates may
not be a viable alternative. Therefore, application o f the PP&E Accounting Proposal
could very well force consumer-owned electric utilities into a default condition o f their
mortgage and, therefore, into a state o f insolvency. NHEC is greatly dismayed by that
concept and believes it is likely other utilities would find themselves in similar situations.
If FERC did not change its Uniform System o f Accounts to match the provisions o f the
PP&E Accounting Proposal, electric utilities would be forced to keep three sets o f books.
First, a set would be required to continue accounting in accordance with the Uniform
System o f Accounts to comply with FERC regulation. Second, a set would need to be set
up to begin accounting separately to fulfill Generally Accepted Accounting Principles
(GAAP) to comply with the PP&E Accounting Proposal. Finally, a set would be required
to continue to account for the various differences between tax regulation and regulatory
accounting and GAAP. That would create confusion. Moreover, it would greatly
increase the cost o f accounting, including labor and information systems. NH EC’s, and
many other electric cooperatives’ and probably most electric utilities’, current
information systems are designed to utilize the FERC Uniform System o f Accounts.
Therefore, a large investment in equipment, software and related training would need to
be made in order to comply with the PP&E Accounting Proposal.
Implementation o f the PP&E Accounting Proposal would detrimentally impact all
electric utilities. Nothing in the proposal indicates any abuse or other concerns resulting
from the use o f the FERC Uniform System o f Accounts. The Exposure Draft indicated

that the purpose o f the proposal was to provide uniformity o f capitalization to plant
accounts and to standardize depreciation methodology among all businesses, regardless
o f industry. NHEC believes that the Uniform System o f Accounts already provides
uniformity among all electric utilities. Because there is vast regulation o f the electric
utility industry, consistency between those entities and other industries does not provide
the apparent desired results.
Specific discrepancies between the Uniform System o f Accounts and the PP&E
Accounting Proposal include the details o f which items may be included in the overheads
o f construction projects. For example, the Uniform System o f Accounts specifically
requires portions o f administrative and general expenses to be included in the capitalized
cost o f an item classified as PP&E. The PP&E Accounting Proposal forbids such
allocation o f administrative and general expenses. The Uniform System o f Accounts
specifies that preliminary investigation and survey charges should be capitalized. The
PP&E Accounting Proposal prohibits such capitalization. Implementation o f the PP&E
Accounting Proposal would result in increased earnings volatility for NHEC as these
overhead, administrative and general, and investigation and survey costs are expensed
rather than capitalized. If these costs are included as current period costs rather than
being capitalized, NHEC would be forced to increase rates to recover those costs in the
current period. This would unfairly burden the current ratepayers and unfairly benefit
future ratepayers who would benefit from the expenditures. Those who are customers
during the construction period would pay for costs for which future customers would
receive benefits. This is contrary to generally accepted ratemaking principles.
During the transition o f application o f the PP&E Accounting Proposal and for the
following thirty years, ratepayers would pay for depreciation o f the plant that existed at
the time o f implementation o f the PP&E Accounting Proposal while they also pay for
greater current period expenditures that would no longer be capitalized. That would
place a significant and unfair burden on those ratepayers.
NHEC utilizes the group and/or composite method o f depreciation for plant assets, as is
the common practice for most, if not all, electric utilities and is consistent with FERC
regulation. The PP&E Accounting Proposal requires the use o f depreciation accounting
by component. It defines a component as “a tangible part or portion o f [plant] that can be
separately identified as an asset and depreciated or amortized over its own separate
expected useful life.” The PP&E Accounting Proposal prohibits the use o f group or
composite depreciation, unless it can be shown by the entity that the asset balances and
operating results under the group or composite method are not materially different from
those obtained under the component method. To know whether there is a material
difference would require doing it both ways, at least to a certain degree, adding additional
administrative cost.
Implementation o f component depreciation would require a
reorganization o f not only the accounting records, but also the entire construction
procedure in order to collect the data necessary to comply. It would require an enormous
expense to develop and implement the proper information systems. The utility industry is
a capital-intensive industry, especially for small utilities. Generally, it is impractical to
separate much o f electric utility plant into components. For example, each foot o f wire

would have to be separated to determine which feet o f wire were being replaced as part o f
a construction project. NHEC, as a relative large cooperative but small utility, has more
than 5,000 miles o f line, with more than one wire along each. That is a lot o f
components. And that is only one example. The same would be true for poles,
transformers, fuses, insulators, etc. The incredible amount o f administration that would
be required to first implement component accounting and then proceed with that method
would cripple NHEC.
Consistent with group depreciation accounting convention and FERC regulation, NHEC
records gains and losses on normal dispositions o f mass assets to the accumulated
depreciation account. This is done under the theory that over time gains and losses will
net out. The PP&E Accounting Proposal would require that gains and losses be reflected
in the results o f operations in the current period. Implementation o f the PP&E
Accounting Proposal would result in severe volatility in NH EC’s statement o f operations.
NHEC would either have to set rates to provide for the uncertainty o f its total expenses or
would find itself in default o f its mortgage covenants.
Also consistent with group depreciation accounting convention and FERC regulation,
NHEC recognizes the cost o f removal o f a plant asset over the useful life o f that asset, as
a component o f the depreciation rates. The PP&E Accounting Proposal requires that the
cost o f removal be reflected in the results o f operations in the period in which such costs
were incurred. Implementation o f the proposal would result in volatility in N H EC’s
financial statements as cost o f removal could greatly increase expenses in any given year.
This would provide upward pressure on NHEC’s rates. Furthermore, failure to recognize
cost o f removal over the asset’s life would inequitably shift the burden o f recovery o f
these costs from all customers using the plant asset to only those customers who are
active during the retirement o f the plant asset.
Each o f the problems described above would create operational problems for most
utilities, especially smaller, consumer-owned utilities such as NHEC. Each would have
detrimental impacts to those entities’ financial condition and to the ratepayers. These
impacts should be carefully considered and weighed against any potential benefits before
the AICPA AcSEC implements the related provisions o f the PP&E Accounting Proposal,
especially the application to all industries. There are several potential methods to solve
these issues if the AICPA AcSEC believes it is still beneficial to implement the PP&E
Accounting Proposal. NHEC believes these methods, which would mitigate the
detrimental effects on NHEC and other utilities, need to be considered for inclusion in the
final rule.
The application o f FAS 71 for affected enterprises should be explicitly included in the
final rule. The final rule should recognize the FERC Uniform System o f Accounts as
regulation that overrides the rule. FAS 71 is never mentioned in the PP&E Accounting
Proposal. Therefore, it is unclear whether and how FAS 71 applies to companies in
relation to the PP&E Accounting Proposal. Explicitly referencing FAS 71 application
would mitigate much, if not all, o f the detrimental impacts o f the PP&E Accounting
Proposal on most utilities. That would allow FERC regulation to dictate financial

statement reporting. In turn, electric utilities would be able to continue to set retail rates
to recover costs, including depreciation, as prescribed by FERC. Additionally, explicit
application o f FAS 71 to the PP&E Accounting Proposal would provide for identical
accounting to meet GAAP requirements as well as regulatory and rate making
requirements.
In accordance with FAS 71, NHEC believes that the specific differences between the
FERC Uniform System o f Accounts and the PP&E Accounting Proposal should be
recognized. The difference between the two rules regarding capitalization o f preliminary
investigation and survey costs, administrative and general costs, and overhead costs
needs to be explicitly referenced in the final rule that results from the PP&E Accounting
Proposal. The use o f group and/or composite depreciation accounting in accordance with
the FERC Uniform System o f Accounts and common utility practice should be
specifically allowed by the final PP&E Accounting Proposal.
The accounting
methodology that accounts for removal costs and retirements through the accumulated
depreciation account should be specifically allowed in the final rule as that methodology
is consistent with FERC regulation. It would seem prudent to NHEC for the AICPA
AcSEC to consult with FERC and other regulators regarding the impacts o f the PP&E
Accounting Proposal on utilities. It is critical to smaller, member-owned utilities that the
relationships between regulatory accounting and GAAP accounting be clear, preferably
with as much consistency between each other as possible.
The PP&E Accounting Proposal requires that in order for an entity to use the group
depreciation method, rather than the component method, the entity must demonstrate that
plant, accumulated depreciation, depreciation expense, and gains and losses under the
group method are not materially different from the results that would have been achieved
under the component method. That requirement would require the entity to prepare all of
its calculations using both methods creating even more administrative burden than the
requirement to use the component method creates. The requirements regarding the use o f
group depreciation should be liberalized. Since gains and losses associated with normal
retirements o f mass property are generally not currently recognized under the group
depreciation method, it appears obvious that accounting results for gains and losses
would be materially different between the two methods. Therefore, that provision should
be removed from the proposal. Periodic depreciation studies would be a better method to
determine the appropriate depreciation rates under the group method rather than a
comparison for material differences. Depreciation studies would demonstrate that the
plant asset costs are being amortized over the useful life o f those assets, thus providing
adequate assurance that the gross plant balances, accumulated depreciation, and
depreciation expense under the group method being used are providing for reasonable,
rational, systematic cost recovery o f plant assets that are substantially the same as under
the component method.
The PP&E Accounting Proposal defines a component as “a tangible part or portion o f [a
plant asset] that (a) can be separately identified and depreciated or amortized over its own
separate expected useful life and (b) is expected to provide economic benefit for more
than one year.” Many o f the plant parts utilized in the utility industry could meet that

definition but each component would be so immaterial that accounting for them
individually would extremely burdensome, and probably beyond the intent o f the PP&E
Accounting Proposal. There could literally be millions o f individual plant assets if that
definition is applied. These individual components would be o f no use on their own. The
burden o f accounting for and maintaining detailed records o f each o f those would create
an enormous burden on NHEC. For example, spending $200 in accounting costs to
account for a $100 meter would seem extreme. If, after careful consideration, the AICPA
still believes that component accounting is somehow beneficial for electric utilities,
limiting the component accounting requirement to costly, material components would
provide some relief for NHEC, and other utilities, from the enormous administrative
burden. Under this approach, the use o f group accounting could be used for smaller,
immaterial items while component accounting is utilized for larger items. The result
would be lower administrative costs for NHEC, and other utilities, while still providing
for materially similar plant balances and operating results. As an example, poles could be
grouped by type and size while generation facilities could be accounted for by major
component, such as turbine and building separated.
NHEC appreciates the opportunity to provide these comments on the PP&E Accounting
Proposal and respectfully urges the AICPA AcSEC to consider its view and
recommendations. If you should have any questions regarding these comments, please
feel free to contact m yself at 603-536-8827 or Saladino@nhec.com or Janice Fitzpatrick
at 603-536-8831 or F itzpatrick@nhec.com.

Sincerely,

Heather K. Saladino
Controller

CC: Cliff Abbott - Berry, Dunn, McNeil & Parker

Humboldt County Rural
Electric Cooperative

November 9, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement of Position, " Accounting for Certain Costs and
Activities Related to Property, Plant, and Equipment"

Dear Mr. Simon:
Humboldt County Rural Electric Cooperative appreciates the opportunity to submit
written comments regarding the above-referenced Proposed Statement of Position (PP&E
Accounting Proposal) to the Accounting Standards Executive Committee (AcSEC) of the
American Institute of Certified Public Accountants (AICPA).
Humboldt County REC is an electric cooperative in Iowa, providing electricity to
approximately 1,530 consumers-owners in three counties. Since Humboldt County REC
operates within the capital-intensive electric utility industry, the PP&E Accounting Proposal
would significantly impact Humboldt County REC's accounting policies.
Humboldt County REC is required to follow accounting requirements promulgated by
the Rural Utilities Service (RUS). The PP&E Accounting Proposal raises significant rate-making,
operational, and accounting concerns for Humboldt County REC. The most significant problem
is the accounting inconsistencies between this proposal and the RUS Uniform System of
Accounts and attendant RUS regulations and interpretations (collectively, Electric Cooperative
Accounting Requirements). The PP&E Accounting Proposal and the attendant detrimental
impacts to Humboldt County REC include the following:
Electric Cooperative Accounting Requirements specify capitalization of overheads in
support of construction projects and permit capitalization of an appropriate portion of
administrative and general (A&G) costs. In addition, Electric Cooperative Accounting
Requirements specify capitalization of preliminary investigation and survey (PS&I)
charges. The PP&E Accounting Proposal would prohibit capitalization of overheads,
PS&I charges, and A&G costs.
A Touchstone Energy® Cooperative
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Implementation of these provisions would result in the unfavorable outcome of
increased earnings volatility, as these overhead, PS&I charges, and A&E costs are
expensed, rather than capitalized. Furthermore, from the standpoint of rate-making
fairness, failure to capitalize these costs would inequitably shift the burden of collection
of these costs from customers using the plant asset over its useful life to customers
during the construction of the plant asset.
• Electric Cooperative Accounting Requirements prescribe use of the group method of
depreciation for plant assets. The PP&E Accounting Proposal would require use of
depreciation accounting by component, defined as "a tangible part or portion of (plant)
that can be separately identified as an asset and depreciated or amortized over its own
separate expected useful life." The PP&E Accounting Proposal generally prohibits the
use of a group method of depreciation, unless it can be shown by the entity that the asset
balances and operating results under the group method is not materially different from
that obtained under the component method. Implementation of this provision would
require administrative reorganization to comply with the data collection requirements, as
well as installation of expensive automated accounting systems.
In addition,
determination of material differences between the component and group accounting
methods would require record keeping for both methods, adding significantly to plant
record-keeping costs.
• Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal dispositions
of mass assets be closed to the accumulated depreciation account, under the theory that
over time gains and losses will net out. The PP&E Accounting Proposal would require
that gains and losses be reflected in results of operations in the current accounting
period. Implementation of this provision would result in increased earnings volatility, as
gains and losses on plant disposition are reflected in the current results of operations.
Our electricity rates would likely have to be raised to provide for this increased
uncertainty of earnings.
• Electric Cooperative Accounting Requirements generally recognize the cost of removal of
a plant asset over the useful life of that asset, as a component of the depreciation rate.
The PP&E Accounting Proposal would require that cost of removal be reflected in the
results of operations in the accounting period in which such cost was incurred.
Implementation of this provision would result in increased earnings volatility, as cost of
removal is reflected in a single accounting period. Furthermore, from the standpoint of
rate-making fairness, failure to recognize cost of removal over the asset's life would
inequitably shift the burden of collection of these costs from customers using the plant
asset to customers during the retirement of the plant asset.
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Each of the above accounting inconsistencies poses operational problems for Humboldt
County REC. The detrimental impacts of each item should be carefully considered and weighed
against any identifiable benefits before the AICPA AcSEC implements the attendant provision
of the PP&E Accounting Proposal for electric utilities.
Humboldt County REC appreciates the opportunity to provide comments on the PP&E
Accounting Proposal and respectfully urges the AICPA AcSEC to consider our views. If you
have any questions on our comments, please feel free to contact David Ersland at 515-332-1616.

Humboldt County REC
121013th Street North
Humboldt, IA 50548

PRINCESS
November 14, 2001

Mr. Marc Simon
Technical Manager,
Accounting Standards,
File 4 2 1 0 - C C ,
AICPA
1211 Avenue o f the Americas,
New York,
NY
10036-8775
Dear Mr. Simon:

Exposure Draft: Proposed Statement of Position, Accounting for Certain Costs and
Activities Related to Property, Plant and Equipment.
We welcome the opportunity to comment on the Proposed Statement o f Position on
Accounting for Certain Costs and Activities Related to Property, Plant and Equipment
(“SOP”). We have a number o f serious problems with the SOP as drafted and would like
to raise the following issues for consideration by the committee.

Component Accounting
Problems with the Proposal
The SOP mandates the use o f component accounting and rejects the use o f composite
lives. The SOP defines a component as a tangible part or portion o f PP&E that (a) can be
separately identified as an asset and depreciated or amortized over its own separate
expected useful life and (b) is expected to provide economic benefit for more than one
year.
The SOP states that component identification should occur at the time o f acquisition or
construction and suggests that if specific identification o f the costs o f components is not
practicable then costs should be allocated on the basis o f fair market or some other
reasonable method.
We believe that where an organization uses large, sophisticated assets which have been
purchased by that organization largely on a “turn-key” basis, the information required to
implement component accounting in the way suggested in the SOP would not be
available to that organization.
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For example, a modern cruise ship may cost $400 - $500 million and comprise tens o f
thousands o f major components which are capable o f being replaced as complete
components or individual “sub-components” or even “sub-sub-components”. In order to
implement component accounting in the way envisaged by the SOP, the company would
have to have obtained an extremely detailed cost breakdown at the time that the original
asset was acquired.
In the case o f assets that have been acquired on a turnkey basis rather than been designed
and constructed by the company itself, any meaningful detailed cost breakdown could
only come from the manufacturer. We believe that it is extremely unlikely that the
manufacturer would be willing to provide the necessary level o f detail.
In addition where the original cost breakdown proved to be insufficiently detailed to
support the actual experience in terms o f replacement, the company would be required at
some later date to sub-divide the costs in the original cost breakdown. We suggest that
the methods used to perform that sub-division would be arbitrary and that the information
provided would be o f limited value.
The Appendix to the SOP suggests that one o f the benefits from the use o f component
accounting, is that it will enable an organization to identify situations where individual
components o f an asset are not lasting as long as was originally anticipated. We seriously
question whether the accounting system is the correct place to track the detailed
maintenance and replacement experience o f individual components especially when those
components could be extremely numerous and could themselves be part o f components
or o f sub components.

Suggested Alternative
Although the SOP rejected the alternatives o f using composite lives and expensing
replacement components in the period incurred, we believe that this is the only practical
alternative. Any element o f improvement included in the replacement component would
be capitalized. The reasons given in the Appendix to the SOP for rejecting those
alternatives were that composite lives are inaccurate and “ ... entities would, as a practical
matter, not be able to anticipate and initially apply component accounting in every
possible manner and configuration in which replacements occur ...” The Appendix goes
on to give the example o f a wing o f a building being replaced by a larger wing and the
entire cost o f that new wing having to be expanded in the period o f construction.
We believe that these problems can be overcome by requiring that when a component is
replaced, consideration be given to whether the replacement component includes an
element o f improvement and that a portion o f the cost o f the replacement be capitalized
as reflecting that improvement.

Planned Major Maintenance
Problems with the Proposal
The SOP states that costs incurred for planned major maintenance activities do not
represent a separate PP&E asset or component. To the extent that the costs represent (a)
the acquisition o f additional components or (b) the replacement o f existing components
then they should be capitalized. All other costs incurred in a planned major maintenance
activity should be charged to expense as incurred.
We believe that where it is the practice in an industry, or even a statutory requirement, to
have certain major maintenance performed at specified intervals, and where those
intervals are sufficiently long so as to distort the financial figures if they are expensed
when incurred, then the costs o f performing that maintenance should be capitalized and
amortized over the period between the time that the maintenance was performed and the
next scheduled maintenance.
The Appendix to the SOP gives a number o f reasons for the committee reaching its
conclusions in respect o f planned major maintenance. One o f those reasons was that
writing o ff planned maintenance costs as incurred achieves consistency with “normal”
maintenance costs. We would argue that major planned maintenance, which requires an
asset to be taken out o f service for a considerable period o f time, is o f an entirely
different nature to “normal” maintenance, which would normally be carried out while the
asset was in service. The treatment o f major planned maintenance should therefore be
different from that o f normal maintenance.
For some major assets e.g. ships and aircraft, there are regulations, which require certain
major inspection and maintenance to be performed at specified intervals in order that the
asset may continue to be used. The requirement to carry out that inspection and
maintenance is “prospective” in that it is required in order to use the asset in the future
not because it has been used in the past. The benefit o f having incurred that cost will
therefore be realized in the future and it is appropriate that those future periods should
bare the costs involved.
Indeed where the purchase o f such an asset was being considered in the “used” or
“second -hand” market, one o f the determinants o f price would be where the asset was in
its maintenance cycle. That is to say an asset that had recently undergone major
maintenance would have a higher price than an equivalent asset that was just coming due
for such maintenance.
As a long life asset is likely to have numerous planned maintenance events during its life,
but, in a properly planned schedule would be scrapped at a time when most o f the
benefits o f the previous planned maintenance had been obtained through use o f the asset,

it would seem appropriate that expenditure on planned maintenance should be deferred
and amortized rather than accrued for.

W hen a sophisticated asset with a long anticipated economic life is acquired it is
recognized that during its lifetime expenditure will be incurred on maintenance to that
asset. Those expenses arise because the asset is being utilized, i.e. its value is being
released. Those maintenance costs may consist o f fairly frequent minor items as well as
infrequent major scheduled expenditures where the asset would be taken out o f service
for a considerable amount o f time. Because those maintenance schedules are planned
months, or even years, in advance it would be normal for some work, that could be
completed while the asset is still in service, to be deferred until the next planned
maintenance date, when the work can be completed in a more efficient and cost effective
manner.
Depreciation is the measure o f the cost o f the economic benefits o f the tangible fixed
asset that has been consumed during the period. Consumption includes the wearing out,
using up or other reduction in the useful economic life o f a tangible fixed asset.
The concept o f depreciation therefore recognizes that the economic value o f an asset is
used up or released over time and that it is appropriate to charge the cost o f obtaining that
asset to the period(s) o f time that have received that benefit. This is in compliance with
the accepted accounting principle o f allocating revenues and costs to the appropriate time
period.
The need for the major maintenance has been created by the utilization o f the asset during
the period since it was acquired, or since the last major maintenance. It would therefore
follow that the period that received the “benefit” should bear the cost, rather than have
the rather arbitrary situation whereby the whole o f the cost is borne in the period in which
maintenance was completed rather than in the periods in which the need for the
maintenance was created.
We believe that it is unrealistic to suggest, as the SOP appears to do, that a viable
alternative to incurring major maintenance expenditure would be to depreciate the asset
over a shorter period, presumably the period up to its first statutorily required
maintenance.

Suggested Alternative
We believe that where it is the practice in an industry, or even a statutory requirement, to
have certain major maintenance performed at specified intervals, and where those
intervals are sufficiently long to distort the financial figures if they are expensed when
incurred, then the costs o f performing that maintenance should be capitalized and
amortized over the period between the time that the maintenance was performed and the
next scheduled maintenance.

Liquidated Damages
Problems with the Proposal
The SOP requires liquidated damages to be taken as a reduction in the cost o f the PP&E
except to the extent that they exceed the total cost o f the item, in which case the excess
may be taken to the profit and loss account.
The basis for this treatment would appear to be that as a “bonus” payment to a builder for
the early completion o f an asset would be treated as part o f the capital cost, then a “net
reduction” in the payment for late delivery should be treated as a reduction in cost.
The Committee were not persuaded by the analogy to business interruption insurance,
because liquidated damages are negotiated in advance and do not purport to reimburse
actual cost. Also no part o f the buyers’ payments is treated as insurance premiums.
The Appendix to the SOP points out that the proposed treatment is consistent with EITF
issue No 85-27, “Recognition o f Receipts From Made-Up Rental Short Falls”
We believe that liquidated damages are very similar to business interruption insurance. It
has been our experience that the buyer o f an asset will negotiate with the builder so as to
set the level o f liquidated damages so as to compensate the buyer for the economic
effects o f the delay (loss o f revenue and additional costs incurred, less any costs avoided).
Our experience has been that for long lead time assets such as cruise ships, the level o f
liquidated damages will vary according to when an asset is scheduled to enter into service
(high season or low season), and how much notice o f the delay is given, thus recognizing
the fact that, with longer notice, it is possible to mitigate the economic effects o f that
delay.
We do not believe that all business interruption insurance covers all o f the actual costs
arising from the interruption, there would probably be “deductibles”, overall limits and
there could be pre agreed payouts on an agreed daily rate basis.
We do not believe that the conclusions in EITF Issue No 85-27 are necessarily analogous
to liquidated damages for late delivery o f an asset. We believe that the EITF conclusions
were driven by the fact that the rent make up payments were made as a result o f the
inability o f the purchaser to obtain the anticipated level o f rental income once the
property had been purchased. We believe that this represents a situation where profit
projections, which may have influenced the original purchase price, turned out to be
wrong for business reasons and the builder was willing to, at least partially, compensate
the buyer for that failure to achieve projected levels.
We do not believe that, in isolation, a delay in the delivery o f an asset detracts from its
value, as reflected by the cost o f that asset in the accounts o f the company.

On the question o f consistency with the treatment o f “bonus” payments for early delivery
the issue is complicated and may require an analysis o f what the bonus payment is
designed to do, and how it has been calculated.
If the bonus is designed to reflect the fact that “one o f f ’ additional revenues will be
earned by having the asset in service a number o f months early, and as presumably the
bonus payment is calculated to be an amount that it would be reasonable to pay to obtain
those revenues, then it is difficult to see why the “bonus” should not be charged against
the period when those additional revenues were obtained.
If on the other hand the bonus were designed to enable the buyer to obtain some sort o f
“first mover” advantage, with the result that early delivery will give the buyer some
ongoing benefit, then it would be more appropriate to capitalize the bonus payment.
A consistent approach in respect o f liquidated damages would be to take them to the
profit and loss account, albeit with adequate disclosure, unless it was considered that the
effect o f those damages was such as to result in a permanent impairment o f the asset, in
which case they should be taken as a reduction in the cost o f the asset.
Although there may be some theoretical argument for taking part o f the purchase price o f
an asset and treating it as a payment for some notional business interruption insurance,
our experience has been that any contract for the purchase o f a major asset is likely to
contain a multitude o f terms and conditions. We do not believe that it is practicable to
perform some theoretical analysis and to allocate parts o f the purchase price over those
terms and conditions. When a purchaser contracts for an asset his objective is to obtain
the asset specified. All o f the terms and conditions o f the contract are designed to achieve
that end.

Suggested Alternative
Liquidated damages should be taken to the profit and loss account unless it is considered
that the effect o f the damage sustained results in a permanent impairment o f the asset
when compared to its original contracted price, in which case the liquidated damages
should be taken as a reduction in cost.

Summary
In summary we are concerned that, as drafted
(i)

in respect o f component accounting, it fails to recognize the major practical
difficulties inherent in its implementation which would lead to information
that is inaccurate and o f little or no practical value; and

(ii)

in respect o f planned major maintenance and liquidated damages, it fails to
recognize the economic reality underlying those transactions.

Thank you for your consideration o f our comments. If you wish to discuss any aspects o f
our position please contact Colin Rumble on 661 753 1650 (e-mail
crumble@princesscruises.com) or Bob Owen, VP Controller on 661 753 0500 (e-mail
rowen@princesscruises.com).

incerelv

C. D. Rumble
Senior Vice President - Finance

Commissioners:
E. Leon Jacobs, Jr., Chairman
J. Terry Deason
Lila A. Jaber
Braulio L. Baez
Michael A. Palecki

State of F lorida
Division of Policy Analysis &
Intergovernmental Liaison

Charles H. Hill
Director
(850)413-6800

p u b lic ServiceCommission
November 8, 2001

Mr. Marc Simpson
Technical Manager, Accounting Standards
File4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Dear Mr. Simpson:
Enclosed are comments o f the Florida Public Service Commission. Pat Lee is the lead
contact on this issue. You may reach her by telephone at (850) 413-6453 or by e-mail at
plee@psc.state.fl.us.
Sincerely,

Cynthia B. Miller, Esquire
Bureau o f Intergovernmental Liaison
CBM :tf
Enclosure
i:\federal\AcSECcomments.wpd

Capital Circle Office Center • 2540 Shumard Oak Boulevard • Tallahassee, FL 32399-0850
An Affirmative Action/Equal Opportunity Employer
PSC Website: http ://w ww.floridapsc.com

Internet E-maii: contact@psc.state.fl.us

FLORIDA PUBLIC SERVICE COMMISSION COMMENTS
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AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
ACCOUNTING STANDARDS EXECUTIVE COMMITTEE
PROPOSED STATEMENT OF POSITION
ACCOUNTING FOR CERTAIN COSTS AND ACTIVITIES
RELATED TO PROPERTY, PLANT, AND EQUIPMENT

INTRODUCTION
The Florida Public Service Commission (FPSC) appreciates the opportunity to comment on
the proposed Statement o f Position (SOP), “Accounting for Certain Costs and Activities Related to
Property, Plant, and Equipment” as prepared by the Accounting Standards Executive Committee
(AcSEC).
The AcSEC proposed two purposes for this SOP: (1) to standardize the costs and stages o f
projects eligible for capitalization as Property, Plant, and Equipment (PP&E) assets; and (2) to
standardize the depreciation methodology used by all non-governmental entities for recovery o f
PP&E assets. As stated in the Foreword o f the SOP, the accounting guidance contained in the SOP
has been cleared by the Financial Accounting Standards Board (FASB). The criteria applied by the
FASB for clearance o f proposed documents, as stated on page 12 o f the SOP, are: (1) the proposal
should not conflict with current or proposed accounting requirements, unless it is a limited
circumstance, usually in specialized industry accounting, and the proposal adequately justifies the
departure; (2) the proposal will result in an improvement in practice; (3) the American Institute o f
Certified Public Accountants (AICPA) demonstrates a need for the proposal; and (4) the benefits
o f the proposal are expected to exceed the costs o f applying it.

COMMENTS
The FPSC’s general comments will focus on concerns that, for regulated utilities, the SOP
(1) will conflict with current regulatory accounting requirements; (2) will not result in an
improvement in practice; and (3) will result in costs that outweigh the benefits o f its application.
Conflict with Current Accounting Requirements
Utilities are regulated by the Federal Energy Regulatory Commission (FERC), the Federal
Communications Commission (FCC), and individual state regulatory commissions. The FPSC’s
rules require utilities to follow the respective Uniform System o f Accounts (USOA) established by
the FERC and the FCC, with some modification. The USOA account structures, as well as FPSC
rules, set forth requirements for the capitalization o f costs such as indirect construction overhead and
general and administrative costs, and give the ability to track property using mass property
accounting (18 CFR Part 101 Electric Plant Instructions 4.A, 3.A.12, and 10.B.2, 47 CFR, Part
32.2000, Rule 25-6.0142, Florida Administrative Code). The proposed SOP appears to be in direct
conflict with regulatory guidance. Significant deviation from capitalization rules already established
for regulated utilities would be required for compliance. Conforming to FERC, FCC, and state
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regulatory reporting and the SOP for reporting to the Securities and Exchange Commission (SEC)
will require multiple “sets o f books” with different rules for reporting and ratemaking. Having two
sets o f rules would also increase the number o f regulatory assets that would be required.
Negligible Improvements in Practice
The use o f component accounting, or a components-based depreciation system, will not
improve the accuracy o f depreciation while imposing unwarranted costs on utilities. For decades,
the depreciation accounting for utility plant has been accomplished using group accounting. It has
long been recognized that depreciating by unit or component is not practical for most types o f
property because the procedure requires separate record-keeping for each unit. The costs associated
with such record-keeping are prohibitive. As the NARUC Public Utility Depreciation Practices
states:
The group plan o f depreciating accounting is particularly adaptable to utility
property. Rather than depreciating each item by itself (unit depreciation) or
depreciating one single group containing all utility plant, a group contains
homogeneous units o f plant which are alike in character, used in the same manner
throughout the utility’s service territory, and operated under the same conditions.
O f course there will be different lives for individual units within groups. For
example, poles are generally combined in a single group. Some poles will be retired
because o f storms or automobile accidents. Some will decay, some will be displaced
due to road relocations and some will be retired because o f underground
replacements. However, they are combined in the same group because they are
homogeneous units. Years ago when some poles were untreated, there was a need
for separate grouping as these poles were more susceptible to decay and termite
infestation than treated poles. Likewise, concrete poles have unique characteristics
and qualify to be grouped separately from wood poles. Buried, aerial, and
underground (in conduit) cables are further examples o f the same type o f plant
receiving different grouping because o f different characteristics. Generally speaking,
smaller groups yield more accuracy, but there are diminishing returns because more
detailed accounting records are required.
Most utilities group properties by account and in some cases subaccount. Studies are
made using various procedures to determine the appropriate life and salvage factors.
These procedures involve different forms o f grouping for weighting purposes and
should not be confused with the group concept o f depreciation.1

1NARUC Public Utility Depreciation Practices, August 1996, pp. 19-20.
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Component depreciation requires a discrete estimate o f life and salvage for each unit or
component o f property. This will involve a higher degree o f judgement than currently employed
with the use o f group depreciation accounting. Additionally, this procedure may not result in the
improved accuracy the AcSEC believes it will while, at the same time, imposing additional costs
to the utility. Furthermore, to the extent that estimates o f component lives are indeed less accurate,
utilities may realize wide fluctuations in depreciation expense and consequently erratic earnings.
In fact, earnings may be more erratic as plant matures resulting in more unanticipated or premature
component retirements.
Unit or component depreciation is not generally used in regulatory depreciation because o f
its impracticalities. The basic concept behind this approach is that each individual unit or
component should be fully depreciated by the time o f its retirement; if it lives a bit longer than its
expected life, depreciation is stopped at full recovery; in the case o f early retirement, the
“unrecovered” amount is immediately written o ff as a loss. Unit or component depreciation is
meaningful only when the specific remaining life o f the unit or component is known to be different
from the average o f its group. In the case o f an installation being considered a unit, it must be
recognized that the “unit” actually consists o f quite different accounts-the commonality being that
these various components are sharing a given dismantlement and retirement o f the whole
installation.
The first problem with this approach is that almost nothing is purchased with the certain
knowledge o f the period it will serve the public. Therefore, initially a group average life must be
used, and ultimately there will almost certainly have to be a specific unit correction for the over or
under service life experienced. This leads to the second problem which is the substantially increased
record keeping. The age o f the item and its individual amount o f accrued depreciation must be
maintained, and the specifics adjusted when it retires or becomes “fully depreciated.” Group
depreciation accomplishes the same end-point with much less expenditure o f effort and cost.
Group depreciation is based on the concept o f averages. Some assets may experience a life
shorter or longer than the expected average; the various “average” life and salvage components take
this into account. For example, a 25-year life for a given group is not expected to obtain for each
o f the assets, or even for each o f the vintages. Group depreciation works under the premise that, if
the group universe lives in a fashion to produce that average life, the group will be fully recovered.
If the group life and salvage presumptions are correct, the group, and every item in the group, will
have been fully recovered. If the life and salvage presumptions are incorrect, the remaining life
depreciation technique will ensure full recovery. The nature o f group depreciation leads to the
booking o f the original cost o f the retired asset to both plant in service and the reserve.
The SOP states that “To the extent that an entity can demonstrate that those [group
depreciation] conventions can be used and produce the same results-related to gross Property, Plant
& Equipment (PP&E), accumulated depreciation, depreciation expense, and gains or losses on
replacements or disposals o f PP& E-that are not materially different from those obtained under the
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component accounting prescribed in paragraphs 45 through 51, the AcSEC believes this SOP should
not preclude the use o f such conventions.” The FPSC is concerned that this will require utilities to
show quantifiably that the results using group depreciation accounting are not materially different
from those using component or unit depreciation accounting prescribed by the SOP. If this is the
case, utilities would incur significant costs to calculate the gross PP&E, accumulated depreciation,
depreciation expense, and gains or losses on replacements or disposals o f PP&E obtained under
component or unit depreciation accounting.
For the above reasons, the FPSC asserts that the proposed SOP does not meet the FASB
requirement in which the benefits o f the proposal should be expected to exceed the costs o f applying
the proposal.
Exemption fo r Regulated Utilities
The FPSC believes that regulated utilities whose accounting practices and depreciation
methodology are prescribed by federal or state regulatory agencies should be exempted from those
provisions o f the SOP that contradict regulatory accounting rules. Regulated utilities are required
to follow accounting provisions set forth by state regulatory commissions, the FERC, and the FCC.
These system o f accounts provide accounts and sub-accounts o f homogeneous assets. Requiring
utilities to capitalize assets or compute depreciation using a methodology contradictory to traditional
regulatory accounting practices and procedures and existing state and federal rules would
unnecessarily add accounting complexities at significant costs while producing less accurate results.
In addition to the comments above, the FPSC offers the following responses to specific
issues set forth in the AcSEC letter included with the draft SOP.

Project Stage Framework
The guidance in the proposed SOP is presented in terms o f a project stage or time line
framework and on the basis o f the kinds o f activities performed during the stages defined in the
proposed SOP rather than on whether an expenditure fits into certain classification categories such
as ordinary repairs and maintenance, “extraordinary” repairs and maintenance, replacements,
betterments, additions, redevelopments, renovations, rehabilitations, retrofits, rearrangements,
refurbishments, and reinstallations (Issues 2 and 3). The capitalization criteria between the
preliminary and preacquisition stages differ greatly whereas, for public utilities, the capitalization
criteria between these two stages are generally the same. Federal and state regulatory agencies
generally require utilities to follow governing Uniform Systems o f Accounts (USOAs) that prescribe
uniform capitalization and expensing procedures. For example, there is explicit guidance from the
Federal Regulatory Energy Commission (FERC) regarding the capitalization o f construction costs
for electric and gas regulated utilities. This guidance is in direct conflict with the guidance provided
in the SOP. Under the SOP, the capitalization criteria differs between the preliminary and
preacquisition stages even if the activity is the same.
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Utility property and plant consist o f both tangible and intangible items. The general rule for
plant asset capitalization is that (1) the asset is used by the utility in its operations; and (2) the
expected useful life o f the asset exceeds one year. Utility property and plant are divided into two
general categories: retirement units and minor items. Retirement units are established for expensive
and/or critical items o f plant. M inor items are usually defined based on relative cost to the system
for replacement. Retirement units are always capitalized when placed into service; minor items are
capitalized upon the initial placement with subsequent replacements expensed. The FPSC’s rules
establish a $1,000 capitalization criteria for any item constituting a retirement unit. Under the
proposed SOP, expenditures occurring in the preliminary stage or time line framework will be
expensed regardless o f whether they meet general guidelines for capitalization. The FPSC asserts
that project stage or time line framework should not be the determining factor in whether a given
expenditure is capitalized or expensed. Both the type o f activity and whether the expenditure
represents a retirement unit should be governing factors for capitalization.
According to the project stage or time line framework, expenditures that are currently
capitalized because they represent retirement units or meet other established capitalization criteria
will be expensed if they occur in the preliminary stage as defined in the SOP.

Accounting for Costs Incurred
The proposed SOP states that PP&E-related costs incurred during the preacquisition,
acquisition-or-construction, and in-service stages should be charged to expense unless the costs are
directly identifiable with the specific PP&E (Issue 4). All general and administrative and overhead
costs incurred, including all costs o f support functions, should be charged to expense.
The FPSC agrees that all costs directly identifiable with a specific PP&E should be
capitalized. However, we are concerned with the AcSEC’s conclusion that all general and
administrative costs and overhead costs, including costs o f support functions, should be charged as
current period expenses. Our rules require that overhead construction costs such as engineering,
supervision, general office salaries and expenses, construction engineering, insurance, taxes, relief
and pensions, injuries and damages be capitalized only if they are directly associated with the
construction project and should be allocated to the particular jobs or units on the basis o f the
amounts o f such overheads to the end that each job or unit shall bear its equitable portions o f these
costs. Additionally, the entire cost o f the unit, both direct and overhead, is deducted from the plant
accounts at the time the property is retired.
The FPSC believes that the above capitalization criteria represent a fair and equitable
allocation o f such general and administrative costs between accounting periods. These costs directly
relate to construction and, as such, provide future benefit. To expense these direct construction costs
will result in intergenerational inequities. Current customers will be charged an unfair share o f costs
that are more appropriately allocated to all customers receiving service from the related construction
over its associated period o f service to the public.
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The FPSC agrees that normal, recurring, or periodic repairs and maintenance activities,
whether the work is performed by the utility or under contract, should be expensed as incurred
(Issues 6 and 8). Such activities serve to keep the plant and property in good condition. Included
in this classification should be the costs o f material and labor associated with the upkeep o f
equipment and property, such as costs o f work to prevent failure, restore serviceability, or maintain
or realize the life expectancy o f the property. For example, the regular replacement o f motor vehicle
tires allows that motor vehicle to fulfill its estimated life expectancy. Without the tires being
replaced on a regular interval, the vehicle would fail. For this reason, these costs are expensed as
incurred. Another example is the repainting o f a building. The cost o f the original painting
performed at the time the building was constructed would be capitalized with the cost o f the
building. However, repainting would be considered part o f the general upkeep needed to maintain
the condition o f the building. For this reason, the cost should be expensed as incurred.
However, the FPSC disagrees with the AcSEC that alternative accounting such as the
deferral and amortization o f the entire cost o f a planned major maintenance should be prohibited.
The FPSC allows the amortization o f unusual or extraordinary expenses if these expenses will
significantly distort the earnings o f the company. This serves as an attempt to maintain stable rates.
According to SFAS 71, Accounting for the Effects o f Certain Types o f Regulation, “Rate actions
o f a regulator can provide reasonable assurance o f the existence o f an asset.” Regarding public
utilities, therefore, if regulation provides assurance that incurred costs o f a planned maintenance
project will be recovered in the future, SFAS 71 requires companies to capitalize those costs. The
SOP seems to contradict this practice and further guidance is needed.
The FPSC disagrees with the SOP’s proposed expensing o f the total cost o f removing utility
assets in the period in which the related asset is retired and removed from service (Issue 7). In the
1934 Supreme Court decision Lindheimer v. Illinois Bell Telephone Company, 292 U.S. 151,
(1934), the Court stated that depreciation expense should be based on original cost:
The method is designed to spread evenly over the service life o f the property the loss
which is realized when the property is ultimately retired from service. According to
the principle o f this accounting practice, the loss is computed upon the actual cost
o f property as entered upon the books, less the expected salvage, and the amount
charged each year is one year’s pro rata share o f the total amount. (Emphasis added)
Additionally, some accepted definitions o f depreciation refer to depreciation as a loss in
service value. “Service value” is used in a special sense, meaning the cost o f plant less net salvage
(net salvage is gross salvage less the cost o f removal). The FERC USOA defines “service value”
as follows:
The difference between the original cost and the net salvage value o f the utility plant.
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The FPSC believes the “loss in service value,” therefore, must be understood and construed in light
o f its specially defined meaning.
Moreover, the American Institute o f Certified Public Accountants in Accounting Research
and Terminology Bulletin #1 defines depreciation accounting as follows:
Depreciation accounting is a system o f accounting which aims to distribute cost or
other basic value o f tangible capital assets, less salvage (if any), over the estimated
useful life o f the unit (which may be a group o f assets) in a systematic and rational
manner.
It has been understood by regulated utilities and regulatory agencies that the reference to “salvage”
refers to net salvage. The proposed SOP contradicts Bulletin #1.
Under the majority o f accepted regulatory depreciation concepts, the amount o f depreciation
to be accrued over the life o f an asset is its original cost less net salvage. Net salvage is the
difference between the gross salvage that will be realized when the asset is disposed o f and the cost
o f retiring it. The goal o f accounting for net salvage historically has been to allocate the net cost o f
an asset to accounting periods, making due allowance for the net salvage, positive or negative, that
will be obtained when the asset is retired. This concept carries with it the premise that property
ownership includes the responsibility for the property’s ultimate abandonment or removal. Hence,
if current users benefit from its use, they should pay their pro rata share o f the costs involved in the
abandonment or removal o f the property and also receive their pro rata share o f the benefits o f the
proceeds realized.
This treatment o f net salvage is in line with the AICPA Bulletin #1 and tends to remove from
the income statement any fluctuations caused by erratic, although necessary, abandonment and
removal operations. It also has the advantage that current consumers pay or receive a fair share o f
costs associated with the property devoted to their service, even though the costs m ay be estimated.
Furthermore, the current accumulated depreciation accounts include depreciation expense
attributed to gross salvage and cost o f removal that has historically been included as part o f the
depreciation rate design. If the accounting procedures for net salvage now change, guidance is
needed regarding the allocation o f the accumulated depreciation between that amount associated with
the life o f each component or group o f assets and the amount associated with the salvage component
o f the depreciation rate. Additional guidance w ill be needed regarding how to account for the
embedded accumulated depreciation associated w ith historical net salvage components in the
depreciation rate.
Component Accounting
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Issues 12, 13, and 14 are very important to the FPSC. W e believe that regulated utilities
should be granted an exemption from the component accounting guidance outlined in the SOP.
Current regulatory accounting practices already contain many o f the concepts underlying component
accounting. The implementation o f the SOP provisions will result in a significant increase in costs
without a commensurate increase in quality or accuracy in reporting. The following list contains
several reasons why regulated utilities should be exempted from the component accounting
provisions o f the SOP:
1.

The regulated utility industries are the most capital-intensive industries in the country.

2.

A significant portion o f a utility’s fixed assets are comprised o f “mass” property-high
volume, low cost assets such as utility poles, cable, line transformers, meters, etc. The
implementation o f component accounting for these categories o f assets would create millions
o f additional immaterial transactions.

3.

Many utilities continue to be subject to cost-based ratemaking. As a utility’s largest asset
category, PP&E is subject to an extensive and well-developed regulatory framework
surrounding accounting for PP&E. The regulatory framework’s primary focus is the fair and
equitable recovery o f the investment in PP&E from ratepayers. Historically, utilities have
applied these regulatory requirements for PP&E accounting in their external financial
statements.

4.

The regulatory framework for PP&E includes the “retirement unit” accounting concept,
which is very similar to the component accounting concept in the proposed SOP.

5.

Regardless o f whether or not regulated utilities are required to implement the component
accounting provisions o f the proposed SOP, these entities will be required, for ratemaking
purposes, to continue to account for PP&E in accordance with regulatory guidelines.
Accordingly, regulated utilities would be faced with the burdensome and expensive
requirement to maintain different sets o f detailed records for their PP&E assets. Any
differences between these records would be recorded as regulatory assets or liabilities because
o f the applicability o f SFAS 71 and would likely not affect reported results o f operations.
The FPSC believes that this financial reporting result will add confusion rather than
information and outweigh the resultant costs.

For the reasons outlined above, the FPSC believes that the proposed SOP’s component
accounting approach is not appropriate for regulated utilities, and that these entities should be
exempted from these provisions.
Regarding the SOP provision that the net book value o f replaced PP&E should be charged
to depreciation expense in the period o f replacement (Issue 13), the FPSC does not agree that the
provision should be applied to regulated utilities. We urge the AcSEC to amend these provisions to
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exempt regulated utilities. For regulated utilities, when a retirement unit (component) is retired with
or without replacement, the original cost o f the unit is credited to plant with a debit to the
accumulated depreciation. The item is assumed to be fully recovered at the time o f retirement, with
any shortfall or surplus due to over or under recovery corrected over the remaining life o f the
associated group o f assets. Neither depreciation expense nor accumulated depreciation is maintained
for each individual asset or component. The proposed SOP would require an allocation o f the group
accumulated depreciation to the individual assets within the group.
Under unit or component depreciation, life and salvage are estimated for individual assets and
depreciation is recorded on that basis. Because o f this, the accumulated depreciation and net book
value (i.e., cost less accumulated depreciation) for individual assets can be determined at any time.
When an asset is retired, the net book value is compared to the net salvage received. If net salvage
exceeds the asset’s net book value, the retirement results in a gain, and if net salvage is less than the
asset’s net book value, the retirement results in a loss. Gains and losses for the retirement o f assets
are recorded in the period that the retirement occurs.
Under group depreciation, no gain or loss is recognized for the retirement o f individual assets.
Upon retirement o f an asset from the group, the cost o f the asset is debited to the accumulated
depreciation account and credited to the asset account. Any gross salvage received is debited to the
accumulated depreciation account. The accumulated depreciation relates to the entire group rather
than to specific assets within the group. This assumes that the group depreciation rate is accurate for
the group as a whole and that the cost o f the retired asset, net o f gross salvage and cost o f removal,
is being fully provided for in the accumulated depreciation account.2
Regulated utilities have historically relied upon group depreciation accounting and composite
depreciation procedures in accounting for utility property. These methods were perfected and
employed in the industry because o f the large number o f assets, the high dollar amount o f the total
depreciation recovery, and the need for a fair, accurate, and objective recovery. The FPSC asserts
that component depreciation accounting would be impracticable and costly, and would not improve
financial reporting for a regulated utility.
The FCC USOA (CFR 47, Part 32) requires use o f group depreciation accounting and defines
depreciation recognizing that the causes o f depreciation “can be forecast with a reasonable approach
to accuracy.” Also, group depreciation is the accounting procedure utilized by the FERC for electric
and gas utilities. Additionally, the Surface Transportation Board, formerly known as the Interstate
Commerce Commission, requires group depreciation for the railroad industry (CFR 49, Part 1201)
and recognizes that the group concept results in reasonably accurate forecasted depreciation lives.
The FPSC believes it is clear that federal regulatory agencies consider that group depreciation
accounting provides a reasonable approach to accuracy in the determination o f useful lives o f

2Ibid, p. 49.
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property. Further, the FCC and the FERC USOAs have been generally accepted by the FPSC in its
regulations.
The mortality concept in depreciation has roots in studies o f human mortality experience and
efforts to relate the results to a survivor curve or life table. Such studies date back to 1725.
Historically, accounting and other plant records kept by regulated utilities contain a great deal o f
information awaiting statistical interpretation. There are several accepted techniques for statistical
analysis o f property retirements. Estimates o f life may range from somewhat arbitrary assumptions
o f average life by management to informed judgement based upon highly technical mathematical
models derived from actuarial science. These mathematical models were developed specifically to
apply to groups o f property, particularly suited for mass utility assets, not components.
The component depreciation approach will force assets into expected average life groups, and
will perform a calculation as if each asset in the group will live to the same age, which may or may
not be the case. Indeed, there is more subjectivity in determining the individual life groups than with
the life o f the group o f assets. The Equal Life Group (ELG) procedure is a refinement whereby the
vintages o f a group o f assets are subdivided using a survivor curve into subgroups having equal
probable lives. It is not possible to physically identify the individual units in each group since the
groups are statistically made by the curve shape utilized. The ELG procedure is designed to charge
to depreciation expense the investment in each equal life group by the time each group is completely
retired. However, detailed vintage plant mortality data, not currently maintained by utilities, must
be maintained from which future mortality dispersion can be estimated. W ithout the long-term
accumulation o f data involving large numbers o f units within each group, such accuracy may not be
obtainable. Additionally, the cost and burden o f maintaining the required separate depreciation rates
for each vintage, has made the ELG depreciation procedure impractical to implement without major
compositing techniques to reduce the number o f rates required to be maintained. Similarly,
component depreciation would be impractical for the same reasons.
Transition
The SOP requires the allocation o f the existing net book value to components at transition.
The allocation is to be based on (a) allocation o f original accounting records, if available, (b) relative
fair values o f components at the date o f transition, if original accounting records are not available,
or (c) another reasonable method (Issue 17). The FPSC asks that “original accounting records” be
clarified. The original accounting records for mass assets will reflect an average cost or average
vintage cost o f assets placed. Original work orders for individual assets o f mass property will not
exist.
Additionally, the FPSC does not believe the SOP should require an allocation o f the existing
net book value to individual components but rather should address an allocation o f gross investment
and accumulated depreciation from which the net book value can be determined. Further, the FPSC
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disagrees with the option o f using fair value as a basis for allocating existing net book value, if
original accounting records are not available.
Fair value is the value that exists between a willing buyer and a willing seller. The 1934
decision Lindheimer v. Illinois Bell Telephone Company, 292 U.S. 151, (1934), as well as the 1944
decision Federal Power Commission v. Hope Natural Gas Company, 320 U.S. 591, (1944), affirmed
the use o f original cost as the cost basis for depreciation for regulated utilities. Additionally, the
regulatory guidelines o f the FCC, the FERC, and the FPSC require that assets be recorded at original
cost, estimated if not known. Regulatory agencies require utilities to maintain continuing property
records from which original cost or average original cost information for each asset can be obtained.
Original cost may be determined by analyses o f the construction costs incurred as shown by
completion reports and other data, accumulated in the respective construction work orders or
authorizations. For mass property, plant consisting o f a large number o f similar units, units o f similar
size and type may be grouped to develop an average original cost. In cases where the actual original
cost cannot be determined, an estimate consistent with the accounting practices in effect at the time
the property was constructed should be made.

CONCLUSION
The FPSC believes that regulated utilities may be heavily impacted by this SOP due to the
capital-intensive nature o f the industries. Uniform Systems o f Accounts have been developed over
the years to take into account the needs o f the utilities, shareholders, customers, and regulators. This
SOP will force regulated utilities to increase existing accounting and reporting requirements with
little, if any, benefit. The FPSC supports the continued use o f the current accounting standards.
These provide for consistent accounting for PP&E and meet the current needs o f the industries,
customers, and regulators.
As stated in the SOP, the FASB used four criteria for clearance o f proposed documents. W ith
regard to regulated utilities, the FPSC believes:
1.
2.
3.
4.

The SOP conflicts with current accounting requirements without adequate
justification for departure.
The SOP will not improve the current accounting practice.
There has not been a demonstrated need for the proposal.
The costs o f applying the SOP will far exceed the benefits o f the SOP.

For the aforementioned reasons, the FPSC asserts that the AcSEC modify the SOP to exempt
regulated utilities.
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November 20, 2001
Marc Simon
Technical Manager
Accounting Standards, File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re: Proposed Statement o f Position on Accounting fo r Certain Costs and Activities
Related to Property, Plan, and Equipment.
Dear Mr. Simon;
The Financial Accounting Policy Committee (FAPC) o f the Association for Investment
Management and Research (AIM R)1 is pleased to comment on the Accounting Standards
Executive Committee’s (AcSEC) proposed Statement o f Position (SOP) on Accounting
fo r Certain Costs and Activities Related to Property, Plan, and Equipment (PP&E). The
FAPC is a standing committee o f AIMR, charged with maintaining liaison with and
responding to the initiatives o f bodies that set financial accounting standards and regulate
financial statement disclosures. The FAPC also maintains contact with professional,
academic, and other organizations interested in financial reporting.

General Comments:
Prior to addressing the issues raised in the SOP, the FAPC felt strongly that the definition
o f a component was not adequate and that the AcSEC should provide rigorous guidelines
on determining a component.
The definition o f component in the proposed SOP: A tangible pa rt or portion o f PP&E
that (a) can be separately identified as an asset and depreciated or amortized over its
own separate expected useful life and (b) is expected to provide economic benefit fo r
more than one year.
Application o f the definition above will permit any asset to be broken down into a
multitude o f individual components. For example, the initial cost o f a building will
lrnie Association for Investment Management and Research is a global, nonprofit organization of more
than 53,000 investment professionals from 100 countries worldwide. Through its headquarters in
Charlottesville, Virginia, and more than 100 affiliated societies and chapters throughout the world, AIMR
provides global leadership in investment education, professional standards, and advocacy programs.
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include components that make the building functional; when replacing a part such as a
window or linoleum, those parts meet the characteristics o f a separate component based
on having a different expected useful life. With the benefit o f hindsight, all companies
should be able to determine components. However, we do not believe that the SOP
defines a component in a way that will result in consistent and comparable component
identification for similar items, either within a company or across companies. We believe
the AcSEC should address this in sufficient detail to provide the necessary guidance.
A component in our opinion is not the minimum separable unit but one based on the
economic function o f the component and its corresponding link to future benefits. For
example, a building held for rent can be broken down into its subcomponents including
the roof, carpeting, and doors but none o f these individually generates a separable benefit.
In this case the economic component is the building with all o f these necessary elements
installed and in good repair. Therefore, a separate breakdown for purposes o f this SOP
does not add meaningful data, nor provide relevant information that can be o f use by
analysts in valuing a company.
In addition, we believe that a stronger definition will assist in resolving some o f the other
issues raised by the proposed SOP, such as those that arise in the area o f planned major
maintenance.

Scope
Issue 1: Are there significant practice issues or concerns related to the accounting fo r
contractually recoverable expenditures that should be addressed in the proposed SOP?
Do you believe that there are other areas addressed in the proposed SOP that, with
respect to their application to lessors and lessees o f PP&E, could create conflicts with
existing lease accounting standards?
The FAPC believes that the application o f probability may result in inconsistent
application. Where molds and other tangible items are acquired or developed to
manufacture a product, in the absence o f a contract to supply the product or a
reimbursement agreement, EITF 99-5, Accounting fo r Pre-Production costs Related to
Long-Term Supply Arrangements, determined that the costs should be expensed as
incurred. In assessing probability based on the three points outlined in paragraph 16,
these costs could be capitalized. We believe there is a need for the AcSEC to clarify the
application inconsistencies between SOPs.
Please refer to our comments under
preacquisition stage relating to concerns regarding the use o f probability.

Project Stage Framework
Issue 2: The guidance in this proposed SOP is presented in terms o f a project stage or
time line fram ew ork and on the basis o f the kinds o f activities perform ed during the
stages defined in the proposed SOP rather than on whether an expenditure fits into
certain classification categories such as ordinary repairs and maintenance,
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“extraordinary” repairs and maintenance, replacements, betterments, additions,
redevelopments, renovations, rehabilitations, retrofits, rearrangements, reburbishments,
and reinstallations. Do you agree with that approach? I f not, what alternative would
you propose and why?
We agree conceptually with the use o f the timeline framework from which to base the
activities that define the stages in the SOP. We disagree however, on the capitalization
based on probability as measured by intent o f management and management’s
assessment o f the likelihood o f external factors. We do not believe that probability, in
the absence o f the ability to control the outcome, provides an appropriate basis for
capitalization. Please refer to the discussion o f the use o f probability under the
preacquisition stage.
Preliminary stage
We believe that AcSEC should provide guidelines for the subsequent measurement o f the
value o f an option that is not convertible into cash either because o f an absence o f a
market or because the option has no value to anyone other than the holder. Furthermore,
the accounting for options that grant the right to acquire PP&E subsequent to the
preliminary stage is inconsistent in that this same asset would be expensed in the
preliminary stage but capitalized in the preacquisition stage. We believe that those costs
identified as assets should be given the same treatment in both stages. That option, in and
o f itself, generally has value. We believe that the fair value o f the option measures the
expected future benefits from the expenditure.
Preacquisition stage
Probability
In the proposed SOP, the distinction between the preliminary and the preacquisition stage
is based on whether the acquisition o f specific PP&E is probable. The preacquisition
stage is based solely on management’s evaluation o f probability and costs directly
identifiable with specific PP&E are capitalized. Where costs are identical in the different
stages, the treatment is inconsistent. We believe that probability alone should not
determine that an asset is created. Cost capitalization should be based on management’s
assessment o f both probability and its ability to control the outcome. Concepts Statement
No. 6, paragraphs 25-26, identify the characteristics o f an asset and demonstrate
management’s control over the future economic benefits.
Differentiation from start-up costs
We believe that additional guidance should be provided for distinguishing between start
up costs and preacquisition stage costs. The basis o f conclusions accepts the vagueness
o f the distinction between start-up and preacquisition costs but does not clarify the
distinction, instead stating that SOP 98-5, Reporting on the Costs o f Start-Up Activities,
excludes costs o f constructing long-lived assets from its scope. However, SOP 98-5 did
amend paragraph 75 o f SOP 81-1, Accounting fo r Performance o f Construction-Type and
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Certain Production-Type Contracts to state that start-up costs are not capitalizable as pre
contract costs. We believe that all would benefit from greater clarification between the
SOP’s in terms o f what constitutes preacquisition activities. AcSEC’s reasoning for not
providing that guidance does not appear to be consistent with the amendments made to
conform SOP 81-1 with SOP 98-5.
Issue 3: Paragraph 16 o f the proposed SOP states that the preliminary stage ends and
the preacquisition stage begins, when the acquisition o f specific property, plant and
equipment is considered probable. Paragraph 22 o f the proposed SOP states that, other
than the costs o f options to acquire PP&E, all costs incurred during the preliminary
stage should be charged to expense as incurred. Do you agree with that conclusion? I f
not, how would you propose to modify the guidance and why?
We disagree with the use o f probability assessments to distinguish between the
preliminary and preacquisition stages. The proposed definition results in different
treatment o f similar costs even though they can be directly identified as specific PP&E.
We agree that all costs incurred during the preliminary stage should be expensed in the
period in which they are incurred. In addition, the costs should be disclosed separately in
schedules to provide transparency between costs that are expensed and those that are
capitalized. This information is commonly used by financial analysts to assess earnings
quality, and provide comparability across companies.

Accounting for Costs Incurred
Issue 4: The proposed SOP states that PP&E-related costs incurred during the
preacquisition, acquisition-or-construction, and in-service stages should be charged to
expense unless the costs are directly identifiable with specific PP&E.
Directly
identifiable costs include only (a) incremental direct costs incurred with independent
third parties fo r the specific PP&E, (b) employee payroll and payroll benefit-related
costs related to time spent on specified activities perform ed by the entity during those
stages, (c) depreciation o f machinery and equipment used directly in the construction or
installation o f PP&E and incremental costs directly associated with the utilization o f that
machinery and equipment during the acquisition-or-construction stage, and (d) inventory
(including spare parts) used directly in the construction or installation o f PP&E. All
general and administrative and overhead costs incurred, including all costs o f support
functions, should be charged to expense. See paragraphs 24, 25, 29, and 30. Do you
agree with those conclusions? I f not, what alternatives would you propose and why?
We do not agree that different costs should be capitalized depending on the intent o f
management in the ultimate use or disposition o f the item. Consequently, we recommend
that the scope o f the SOP include also real estate projects that will be held for sale or
capital lease. Under the section “Acquisition-or-construction stage” paragraph 29 o f this
SOP states “General and administrative costs and overhead costs incurred by the entity
should be charged to expenses as incurred; whereas Statement 67, Accounting fo r Costs
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and Initial Rental Operations o f Real Estate Projects, paragraphs 6 and 28, states
“Project costs clearly associated with the...and construction o f a real estate project shall
be capitalized.
Indirect project costs that relate to several projects shall be
capitalized....” The definition o f indirect project costs would permit the capitalization o f
certain administrative costs, among others. We believe that Statement 67 should be
conformed to the conclusions reached in the proposed SOP. Identical costs should NOT
be valued differently based on management’s intended use.
Consequently, we
recommend that the FASB add a limited scope project that would conform that
accounting to the proposed SOP. We agree with the treatment o f expensing indirect costs
that do not clearly relate to projects.
We believe that the determination should be made based on a clear, operational, and
consistently comparable (within an entity and across companies) definition o f a
component and that the incurred costs capitalized should meet the tests for asset
capitalization. This provides a more objective view and will require management to
determine at the onset whether the expenditure should be capitalized.
Issue 5: Paragraph 32 o f the proposed SOP states that fo r real estate that is not being
used in operations, costs o f property taxes, insurance, and ground rentals should be
capitalized, to the extent o f the portion o f the property that is under development, during
the time that activities that are necessary to get the asset ready fo r its intended use are in
progress. Do you agree with that conclusion? I f not, what alternative would you
propose and why?
Costs that are capitalizable
Property tax, insurance, and ground rentals are capitalized for the portion o f the property
under construction, during the time that activities that are necessary to get the asset ready
for its intended use are in progress. These PP&E costs should be analogous to Statement
34, Capitalization o f Interest Costs, which outlines standards for capitalization o f
acquisition costs. The fact that period costs are incurred for assets under construction and
that they are unavoidable does not make them an asset. That is, unavoidable costs do not
necessarily meet the definition o f an asset or produce economic benefits that extend the
life o f the asset. These expenditures would be expensed in the post-construction period.
New guidance that is being deliberated and subjected to due process should not fall back
on past practice as a sufficient justification for why expenditures qualify as an asset.
We disagree with the differential development-stage and post-construction treatment o f
the costs o f property taxes, insurance and ground rentals. They are period costs and
should be expensed accordingly. In addition, we recommend that the FASB amend
Statement 67 to conform the accounting for real estate under construction.
Allocation o f costs
The allocation o f costs between projects that are substantially complete is unclear.
Paragraph 35 states that the allocation should be based on the relative fair value o f each
project. However, footnote 10 states that for the application o f this paragraph, the
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portions o f a building or structure are considered collectively rather than as separate
projects for determining when capitalization o f costs incurred. The AcSEC, after
considering the definition o f a component, should provide guidelines on the basis o f the
allocation process.
Interest
The SOP omits to mentioning discussion o f interest paid. We think that the SOP should
clearly state that interest costs should be expensed.
Issue 6: Paragraph 37 o f the proposed SOP states that the costs o f normal, recurring, or
periodic repairs and maintenance activities should be charged to expense as incurred. It
also states that all other costs related to PP&E that are incurred during the in-service
stage should be charged to expense as incurred unless the costs are incurred fo r (a) the
acquisition o f additional PP&E or components or (b) the replacement o f existing PP&E
or components o f PP&E. Do you agree with those conclusions? I f not, what alternatives
would you propose and why?
We would agree with the approach outlined in paragraph 37 if applied in conjunction
with a revised definition o f component and giving effect to how an asset is determined.
We recognize the difficulty with keeping track o f costs in an ever-changing business
environment and are concerned with the application o f this SOP when components are
determined in retrospect. We acknowledge that the costs o f certain planned major
maintenance activities may end up being expensed as incurred as a result o f this
guidance. Unless those costs are capitalizable as components, we do not believe that the
frequency, or infrequency, o f the maintenance activities in and o f itself should influence
whether the cost incurred is capitalizable as an asset.
Paragraph 38 provides limited guidance on how to measure the adjustment to the PP&E
for the undepreciated written-off portion o f the asset that is being replaced. It should also
address the circumstances in which components o f the original asset have already been
replaced and the amount that gets capitalized. We prefer an alternative that is not
ambiguous, particularly in situations where the component has not been defined from the
date o f acquisition, or the component cost is not separately determinable from the
accounting records, and depreciation has not been recorded on a component basis.
We agree with the estimation o f the component depreciation where the net book value is
not separately determinable from the accounting records and particularly where
component depreciation has not been applied since the beginning. We emphasize the
need for a clear, operational, and consistently comparable (within an entity and across
companies) definition o f components to minimize situations wherein components are not
defined, records to re-define are limited and management’s ability to estimate, at will,
what is required.
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Issue 7: Paragraph 39 o f the proposed SOP states that costs o f removal, except fo r
certain limited situation demolition costs, should be charged to expense as incurred. Do
you agree with that conclusion? I f not, what alternative would you propose and why?
We agree with the SOP that costs o f removal should be expensed as incurred in most
cases.
Issue 8: Paragraph 44 o f the proposed SOP states that the total o f costs incurred fo r
planned major maintenance activities does not represent a separate PP&E asset or
component. It states that certain o f those costs should be capitalized i f they represent
acquisitions or replacements and that all other costs should be charged to expense as
incurred. Paragraph 45 prohibits alternative accounting treatments including - (a) the
accrual o f a liability fo r the estimated costs o f a planned major maintenance activity
prior to their being incurred, and (b) the deferral and amortization o f the entire cost o f
the activity. D o you agree with those conclusions? I f not, what alternatives would you
propose and why?
As we indicated in our response to issue six, we agree with the proposed accounting
methods for planned major maintenance activities and the elimination o f the practice o f
alternative accounting treatments.
Issue 9: Should the costs o f restoring P P & E ’s service potential, in addition to the cost o f
replacements that would be capitalizable under this proposed SOP, be eligible fo r
capitalization? Do you believe that prohibiting the built-in overhaul method is
appropriate, or should it be allowed as an alternative method? I f you believe that the
build-in overhaul method should continue to be allowed, what industries or entities
should be allowed to use it, and why?
Whether the costs o f restoring PP&E to its service potential should be eligible for
capitalization will depend on the SOP’s definition o f components and component
depreciation methods. Restoration o f PP&E, particularly when a decision is made not to
scrap old machinery but to rebuild, extend the life, and derive future benefit, would seem
to be a capitalizable cost. Our concerns focus on the limited guidance on accounting for
the replacement costs in paragraph 38 (see issue six). We agree that this determination is
not easy and does not apply in all situations, one example where it does not apply is in
overhauling an aircraft engine as this is considered part o f the safety and routine
maintenance to enable a plane to continue flying and does not constitute a major
overhaul. Therefore the AcSEC should provide detailed guidance on when it is
appropriate to capitalize giving consideration to the definition o f component and
preferably using the structure currently provided for in defining assets and inventory.

Use of Inventory in Production of Internal-Use PP&E
Issue 10: Paragraph 47, 48 and A41 o f the proposed SOP discuss the situation in which
an entity owns an asset that it intended to sell as inventory but subsequently decided to
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retain fo r use in its own internal operations. Those paragraphs state that the entity
should evaluation fo r impairment amounts included in PP&E that were previously
capitalized as inventory but should not redetermine their carrying amount as PP&E
using the guidance in the proposed SOP, unless the entity has a pattern o f changing the
intended use o f assets from inventory to PP&E. Do you believe that guidance is
appropriate, or should an entity be required to redetermine the carrying amount o f
PP&E assets previously capitalized as inventory, and why? Should AcSEC provide
additional guidance on what kinds o f changes in intended use constitute a “pattern, ” and
why?
To the extent that there is impairment in value, we acknowledge that the costs should be
written down when there is a change in use from inventory to PP&E. We do not agree
that the methods o f arriving at the acquisition costs for assets whether as inventory under
Statement 67 or this SOP should be different. Please refer to our response to issue one
under scope. We do not believe added guidance is required in the SOP as Statement o f
Financial Concepts No. 6 deals with assets and provides the basis for decision on what
can be capitalized. We do believe that Statement 67 needs to be amended to agree with
the proposed SOP.

PP&E-Type Assets Produced for Sale or Operating Lease
Issue 11: The proposed SOP requires an entity to accumulate costs differently fo r similar
assets depending on whether the asset is sold outright or leased to a lessee under a salestype lease (in either case, inventory cost accumulation rules would apply) or leased to a
lessee under an operating lease (in which case, the cost accumulation provisions o f the
proposed SOP would apply). Do you agree with that conclusion and, i f so, do you
believe the proposed SOP should provide additional guidance on such cost
accumulation? Or would it be preferable fo r a single cost accumulation model to apply
during the production process and that there should be a presumption that the assets
should be accounted fo r all as inventory or all as PP&E? I f so, which presumption
should be applied and why?
We understand that AcSEC did not want to address the broad category o f accounting for
inventory. However, we disagree that the method o f revenue recognition should affect
the cost o f the asset. The cost o f an asset held as inventory and sold or leased should be
the same. A single cost accumulation model should apply and this should not alter the
total cost o f the asset.
As a compromise for the near term, we do recommend, however, that the scope be
modified and that the accounting for all real estate projects under construction should be
subject to the same capitalization and initial measurement criteria. We believe that this
will be a workable “cut” given the guidance in FASB literature regarding the
determination o f what is or should be considered to be real estate.
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Component Accounting
Issue 12: Paragraphs 49 through 56 o f the Proposed SOP discuss component accounting
and state that i f a component has an expected useful life that differs from the expected
useful life o f the PP&E asset to which it relates, the component should be accounted fo r
separately and depreciated or amortized over its separate expected useful life. Do you
agree with this approach to accounting fo r PP&E? I f not, what alternative would you
propose and why?
Further to our comments on defining component and after giving effect to a redefined
component, we agree that the component should be accounted for separately and
depreciated or amortized over its separate expected useful life.
Issue 13: Paragraphs 38 and 51 o f the proposed SOP state that when existing PP&E is
replaced or otherwise removed from service and the replacement is capitalized, the net
book value o f the replaced PP&E should be charged to depreciation expense in the
period o f replacement. Do you agree with this approach? I f not, what alternative would
you propose and why?
W e agree that the net book value o f the replaced asset should be expensed in the period
o f replacement. W e are concerned with the valuation o f the amount that will be expensed
when the component is not defined, no records are kept and then the SOP permits
estimation when you have the need. We agree with the estimation o f the component
deprecation where the net book value is not separately determinable from the accounting
records, however, what if component depreciation had not been applied since the
beginning? Please refer to our comment under Issue 16 relating to the need for one
prescribed method.
Issue 14: The proposed SOP requires the use o f component accounting to depreciate
identified components over their respective expected useful lives. As noted in paragraph
A48 o f the proposed SOP, entities have developed and utilized various conventions to
depreciate assets, including group depreciation or use o f composite lives. Those
conventions are acceptable only i f they result in approximately the same gross PP&E,
depreciation expense, accumulated depreciation, and gains or losses on disposals o f
PP&E as the component accounting method required by this proposed SOP. Do you
agree with this approach? I f not, what alternative would you propose and why?
We believe that applying the appropriate definition o f component will eliminate the
potential differences. Furthermore, a prospective application o f this SOP would also
reduce the potential for gaming.

Amendments to Other Guidance
Issue 15: Paragraphs 61 and 63 o f the proposed SOP list amendments to SOP 85-3,
Accounting by Agricultural Producers and Agricultural Cooperatives, and the AICPA
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Audit and Accounting Guide Audits o f Agricultural Producers and Agricultural
Cooperatives, respectively. Do you agree with the proposed amendments? Do you
believe that there are unique aspects o f agricultural accounting, such as the accounting
fo r breeding and production animals and the accounting fo r plants and vines, that should
not be amended by the proposed SOP, and why?
We agree with the need for guidelines that can be applied across all industries; however,
the diverse nature o f some does not lend itself to a common guideline. Land and PP&E
for agricultural use should be accounted for on the basis o f this SOP. Costs relating to
biological assets and agricultural produce at the point o f harvest should be valued on a
fair value basis. We believe that IAS 41 provides the basis for such a standard and that a
similar standard for Agriculture should be developed. Developing such a standard will
not only harmonize global accounting standards but, we believe that fair value basis for
agriculture provides a better tool for management to measure performance and to reflect
the value o f the assets that can change rapidly due to market price changes, biological
transformation, or acts o f God (draught, floods etc).

Transition
Issue 16: Paragraph 71 o f the proposed SOP states that the prescribed component
accounting guidance should be initially adopted fo r existing PP&E using one o f two
alternatives, the election and disclosure o f which should be made when the SOP is
adopted. D o you agree with that approach and, i f so, do you agree with the choice o f the
two alternatives from which the election is to be made? I f you do not agree with that
approach fo r existing PP&E, what approach would you propose and why?
We disagree with the alternatives provided under Paragraph 71. We believe that the
preferred treatment is to apply this SOP prospectively and expense future expenditures
relating to components o f previously acquired or constructed assets as incurred. Option
B is based on too many estimates including estimating the previously capitalized cost o f
the component, the estimation o f accumulated depreciation, estimated useful life to arrive
at the current estimated book value to be eliminated when capitalizing a future cost
related to this asset. We are unable to assess the informative value o f an elimination o f
an unamortized historical amount based on relative values today. We do not believe that
investors benefit from companies that have a choice between these two transition
methods.
Issue 17: Under paragraph 71(a) o f the proposed SOP, the allocation o f existing net
book value to components at transition should be based on (a) allocation o f original
accounting records, i f available, (b) relative fa ir values o f components at date o f
transition, i f original accounting records are not available, or (c) another reasonable
method, i f relative fa ir value is no t p ra ctica b le. Do y o u a g ree that ordering o f allocation
methods is appropriate? I f you believe that a different order would be appropriate, what
order would you propose and why? Should the propose SOP provide additional
examples to illustrate what constitutes “another reasonable m ethod”?
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We recommend that the component breakdown be applied prospectively; therefore the
allocation ordering as it applies to the residual net book valuation for purposes o f
expensing a replaced asses seems reasonable given that it is a best estimate and very
subjective.
Issue 18: Paragraph 72 o f the proposed SOP states that the SOP should be applied
prospectively fo r all costs incurred after the adoption o f the SOP. It also states that costs
incurred prior to the adoption o f the proposed SOP should not be re-characterized (as
capital or expense items) to conform to the guidance in the SOP, with the exception o f
certain costs o f planned major maintenance activities. Do you agree with that approach?
I f you do not agree with that approach, what approach would you propose and why?
We agree with the prospective application o f this SOP and confirm that the historical net
book value need not be re-characterized to conform with this SOP.
Issue 19: Two alternatives considered were recording the difference as a cumulative
effect type adjustment at adoption and recording the difference as additional
depreciation expense at adoption. Do you agree with the proposed approach or either o f
the alternatives, and why?
We agree with the proposed approach and suggest that separate disclosure be provided o f
the capital accounts affected supported by any necessary narrative explanation that will
provide transparency.
The FAPC appreciates this opportunity to comment on AcSEC’s Exposure Draft o f
Proposed Statement o f Position “Accounting fo r Certain Costs and Activities Related to
Property, Plan, and Equipment.” I f you have questions or seek amplification o f our
views, we would be pleased to provide whatever additional information you seek.
Sincerely,

/s/Ashwinpaul C. Sondhi
Ashwinpaul C. Sondhi, Ph.D.
Chair, Financial Accounting Policy Committee

/s/ Jane B. Adams

Jane B. Adams, CPA
Chair, Subcommittee
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/s/ Nazir S. Rahemtulla

Nazir S. Rahemtulla, CFA
Associate, Advocacy AIMR

cc:

AIMR Advocacy Distribution List
Patricia Doran Walters, Senior Vice-President
Professional Standards & Advocacy
Rebecca Todd McEnally, Vice-President
Professional Standards & Advocacy

280 Park Avenue

Telephone 212 909 5400

New York, NY 10017

Fax 212 909 5699

November 21, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Dear Mr. Simon:
We are pleased to provide our comments on the Exposure Draft o f the Proposed Statement
o f Position, “Accounting for Certain Costs and Activities Related to Property, Plant, and
Equipment.” As discussed below and in our responses to the specific issues raised in the
Exposure Draft presented in the Appendix to this letter, we believe that substantial revisions
to the proposed SOP are necessary before a final Statement is adopted.
In summary, we believe that (a) the provisions o f the proposed SOP regarding indirect costs
related to property, plant, and equipment (PP&E) are not consistent with existing generally
accepted accounting principles that address the measurement o f the cost o f inventory, real
estate to be sold, and certain other assets; (b) the provisions o f a final SOP should set forth
general principles and objectives o f depreciation accounting for PP&E and provide
guidelines within which companies should develop appropriate policies and procedures
rather than requiring the application o f the overly complex and detailed calculations o f the
components approach in the proposed SOP; and (c) the provisions o f the final SOP should
indicate that, in certain circumstances, planned major maintenance activities may represent a
separate identifiable intangible asset or component and, accordingly, the built-in overhaul
method o f accounting for planned major maintenance activities is appropriate in certain
circumstances.

Accounting for Costs Incurred
As discussed in more detail in our response to Issue 4 in the Appendix to this letter, we
believe that the SOP should require capitalization o f appropriately allocated indirect costs o f
PP&E. That conclusion would be consistent with the principles set forth in:
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■ Accounting Research Bulletin No. 43, “Restatement and Revision o f Accounting
Research Bulletins,” on inventory costs;
■ Statement o f Financial Accounting Standards No. 67, “Accounting for Costs and Initial
Rental Operations o f Real Estate Projects,” on real estate to be sold;
■ Statement o f Financial Accounting Standards No. 34, “Capitalization o f Interest Costs,”
regarding the acquisition cost o f an asset; and
■ Statement o f Financial Accounting Standards No. 143, “Accounting for Asset
Retirement Obligations,” regarding estimates o f overhead charges in developing
estimates o f asset retirement obligations.
The Basis for Conclusions o f the proposed SOP indicates that AcSEC concluded that the
guidance on accounting for costs o f PP&E should be based on the guidance in SOP 98-1,
“Accounting for Costs o f Computer Software Developed or Obtained for Internal Use,” and
Statement o f Financial Accounting Standards No. 91, “Accounting for Nonrefundable Fees
and Costs Associated with Originating or Acquiring Loans and Initial Direct Costs o f
Leases.” However, as discussed in the Basis for Conclusions in SOP 98-1, AcSEC
recognized that the capitalization o f indirect costs for both inventory and plant construction
activities is appropriate and that such an approach also would be appropriate for internal-use
software, except for the difficulties in applying such an approach to non-routine
development o f internal-use software. It is inappropriate for AcSEC now to use the
conclusion in SOP 98-1 as a basis for concluding that indirect costs o f PP&E should be
expensed when the Basis for Conclusions in SOP 98-1 specifically indicates that the
capitalization o f indirect costs for plant construction activities is appropriate.

Depreciation Accounting
The objective o f depreciation accounting, according to paragraph 5 o f Chapter 9C o f
Accounting Research Bulletin No. 43, is “to distribute the c o s t. . . o f tangible capital assets,
less salvage (if any), over the estimated useful life o f the unit (which may be a group o f
assets) in a systematic and rational manner.” We believe that the components approach
described in the proposed SOP is consistent with the objective o f depreciation accounting
for PP&E and results in appropriate amounts reported for PP&E, accumulated depreciation,
depreciation expense, and gains and losses on disposals o f PP&E. However, there are other
methodologies that satisfy the objective o f depreciation accounting when applied properly to
specific facts and circumstances - particularly when the PP&E involved consists o f a large
number o f homogeneous items or is part o f an overall asset. Rather than mandating a
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specific depreciation methodology that must be applied to all situations, we believe that the
SOP should provide general guidelines and objectives on depreciation accounting for PP&E
and guidance concerning when the use o f a method other than the components approach
would be appropriate.
Our response to Issue 12 in the Appendix to this letter includes examples o f general
guidelines that should be followed in applying composite or group methods o f depreciation.
AcSEC may identify other appropriate guidelines for depreciation methodologies to
approximate the results o f the components approach. We believe that companies should be
allowed to develop appropriate policies and procedures within those guidelines. AcSEC
should not mandate the components approach as the only acceptable method o f accounting
for PP&E.
FASB Concepts Statement No. 2, “Qualitative Characteristics o f Accounting Information,”
paragraph 72, states that “reporting accounting numbers as certain and precise if they are not
is a negation o f reliable reporting.” AcSEC should not attempt to develop detailed rules on
a components approach to depreciation accounting that result in precise calculations when
the calculations are largely dependent on imprecise estimates o f useful lives and salvage
values.

Accounting for Planned Major Maintenance Activities
As discussed in our responses to Issues 8 and 9 in the Appendix to this letter, we do not
agree with A cSEC’s conclusion that all planned major maintenance activities do not
represent a separate asset or component. However, we agree with A cSEC’s conclusion that
the accrual o f a liability for the estimated costs o f a planned major maintenance activity
prior to the time such costs are incurred is not appropriate. We also agree that the deferral
method o f accounting for planned major maintenance activities is not appropriate.
The built-in overhaul method is appropriate in situations where a separate component (an
identifiable intangible asset) can be identified for the planned major maintenance activity.
For example, the airworthiness certificate that entitles an airline to operate an engine or
airframe for a specified number o f hours before it must undergo a major overhaul is a
separate component o f the acquisition cost o f the flight equipment. The status o f this asset,
which directly affects the fair value o f the equipment in the marketplace, should be charged
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to expense over the period in which the airworthiness hours are consumed. The cost o f
restoring airworthiness creates a new asset and the costs o f that new asset should be
capitalized and amortized to expense as it is consumed.
*

*

*

*

•it

Our responses to the specific questions raised in the Exposure Draft and other comments are
included in the Appendix to this letter. If you have any questions about our response or
wish to discuss further any o f the matters addressed herein, please contact John Guinan at
(212) 909-5449 or Mark Bielstein at (212) 909-5419.
Very truly yours,

KPM G
cc:

LLP

Director o f Research and Technical Activities
Financial Accounting Standards Board

Appendix

Proposed Statement of Position:
Accounting for Certain Costs and Activities
Related to Property, Plant, and Equipment
Scope
Issue 1: Paragraph 10 of the proposed SOP states that the SOP does not provide
specific guidance on lessor or lessee accounting for reimbursements of costs incurred
by a lessor that are directly recoverable from lessees under the terms of one or more
leases, and that the lessor and lessee should refer to FASB Statement No. 13,
Accounting for Leases, and related lease accounting literature for guidance on
accounting for such reimbursements. In many instances, depending on the terms of
the lease, those reimbursements may constitute minimum lease payments or contingent
rentals under FASB Statement No. 13. As discussed in paragraph A2 of the proposed
SOP, AcSEC elected not to address the accounting for such transactions in this SOP
because AcSEC did not want to create conflicts with existing lease accounting guidance
and AcSEC did not believe it was appropriate to address the accounting under all of
the various reimbursement scenarios and arrangement structures within the scope of
this SOP. Are there significant practice issues or concerns related to the accounting
for contractually recoverable expenditures that should be addressed in the proposed
SOP? Do you believe that there are other areas addressed in the proposed SOP that,
with respect to their application to lessors and lessees of PP&E, could create conflicts
with existing lease accounting standards?
AcSEC should not attempt to address the accounting by a lessor or lessee for
reimbursements o f costs incurred by a lessor that directly are recoverable from lessees under
the terms o f a lease. Those issues are beyond the intended scope o f this SOP. However,
those issues could be referred to the FASB’s Emerging Issues Task Force.

Project Stage Framework
Issue 2: The guidance in this proposed SOP is presented in terms of a project stage or
time line framework and on the basis of the kinds of activities performed during the
stages defined in the proposed SOP rather than on whether an expenditure fits into
certain classification categories such as ordinary repairs and maintenance,
“extraordinary” repairs and maintenance, replacements, betterments, additions,
redevelopments, renovations, rehabilitations, retrofits, rearrangements,
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refurbishments, and reinstallations. Do you agree with that approach? If not, what
alternative would you propose and why?
Although the project stage or time line framework may be helpful in determining the
appropriate treatment o f costs incurred during the identified stages in certain cases, we
believe that, in order for entities to apply the SOP in a consistent manner, additional
guidance on when the various stages begin and end is needed. The major issues in
considering a time line framework are when to begin capitalizing costs associated with
planned PP&E and when to cease capitalizing costs as the PP&E is completed.
Accordingly, the SOP should provide specific guidance on those two points.
In addition, the SOP should provide additional guidance on the accounting for costs related
to specific types o f activities performed in the various stages. Although Appendix B o f the
proposed SOP includes some information about the activities conducted in each stage,
additional guidance in the SOP on the activities that occur in each stage and the accounting
for the costs o f those activities would be helpful. Additional examples using various types
o f PP&E that illustrate the activities in various stages and when the entity should start and
stop capitalization also would be helpful.

Issue 3: Paragraph 16 of the proposed SOP states that the preliminary stage ends and
the preacquisition stage begins when the acquisition of specific property, plant, and
equipment (PP&E) is considered probable. Paragraph 22 of the proposed SOP states
that, other than the costs of options to acquire PP&E, all costs incurred during the
preliminary stage should be charged to expense as incurred. Do you agree with that
conclusion? If not, how would you propose to modify the guidance and why?
Costs incurred in assessing various opportunities for the acquisition or construction o f
PP&E, including feasibility studies and other activities related to asset selection, should be
expensed as incurred. Capitalization o f costs should begin when a decision has been made
to acquire or construct specific PP&E and it is probable that specific PP&E will be acquired
or constructed. However, the SOP should provide additional guidance in assessing when it
becomes probable that specific PP&E will be acquired or constructed. As indicated in our
response to Issue 2, additional examples illustrating that determination would be helpful.

Accounting for Costs Incurred
Issue 4: The proposed SOP states that PP&E-related costs incurred during the
preacquisition, acquisition-or-construction, and in-service stages should be charged to
expense unless the costs are directly identifiable with the specific PP&E. Directly
identifiable costs include only (a) incremental direct costs incurred with independent
third parties for the specific PP&E, (b) employee payroll and payroll benefit-related
costs related to time spent on specified activities performed by the entity during those

2

stages, (c) depreciation of machinery and equipment used directly in the construction
or installation of PP&E and incremental costs directly associated with the utilization of
that machinery and equipment during the acquisition-or-construction stage, and (d)
inventory (including spare parts) used directly in the construction or installation of
PP&E. All general and administrative and overhead costs incurred, including all costs
of support functions, should be charged to expense. (See paragraphs 24,25,29, and
30.) Do you agree with those conclusions? If not, what alternatives would you propose
and why?
No, based on the following analysis.
With respect to inventories, Accounting Research Bulletin No. 43 states that “general and
administrative expenses should be included as period charges, except for the portion o f such
expenses that may be clearly related to production and thus constitute a part o f inventory
costs (product charges).” ARB 43 goes on to indicate that “the exclusion o f all overheads
from inventory costs does not constitute an accepted accounting procedure.” In addition, as
noted in the Basis for Conclusions o f the proposed SOP, Statement o f Financial Accounting
Standards No. 67, “Accounting for Costs and Initial Rental Operations o f Real Estate
Projects,” requires “indirect project costs that relate to several projects shall be capitalized
and allocated to the projects to which the costs relate.” FAS 67 also indicates that “indirect
project costs that do not clearly relate to projects under development or construction,
including general and administrative expenses, shall be charged to expense as incurred.”
The SOP should require capitalization o f appropriately allocated indirect costs o f PP&E.
Such a requirement would be consistent with the long-standing principles set forth in ARB
43 on inventory costs and FAS 67 on real estate to be sold. We find no compelling reason
why the SOP should adopt a different approach. Further, the capitalization o f appropriately
allocated indirect costs also would eliminate the inconsistencies in the proposed SOP in
accounting for inventory that may be retained for the company’s own use or used in the
construction o f PP&E.
As discussed in the Basis for Conclusions o f Statement o f Financial Accounting Standards
No. 34, “Capitalization o f Interest Costs,” the Board concluded that the cost incurred in
financing expenditures for an asset during the construction or development period is part o f
the asset’s historical cost based on “the premise that the historical cost o f acquiring an asset
should include all costs necessarily incurred to bring it to the condition and location
necessary for its intended use.” In addition, certain “Board members believe acquisition
cost provides the most reliable measure o f cash flow potential when assets are selfconstructed or produced as well as when they are purchased in arms-length transactions... .
For such assets,. . . acquisition cost should include all the cost components envisioned by
the enterprise as being necessary to acquire the asset.” Similar to the Basis for Conclusions
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in FAS 34, indirect costs that are necessary to bring the asset to the condition and location
for its intended use should be included in the acquisition cost o f the asset, including PP&E.
The Basis for Conclusions o f the proposed SOP indicates that AcSEC concluded that the
guidance on accounting for costs o f PP&E should be based on the guidance in SOP 98-1,
“Accounting for Costs the Costs o f Computer Software Developed or Obtained for Internal
Use,” and Statement o f Financial Accounting Standards No. 91, “Accounting for
Nonrefundable Fees and Costs Associated with Originating or Acquiring Loans and Initial
Direct Costs o f Leases.” In the Basis for Conclusions in paragraph 80 o f SOP 98-1:
AcSEC recognizes that the costs o f some activities, such as allocated overhead,
may be part o f the overall cost o f assets, but it excluded such costs because it
believes that, as a practical matter, costs o f accumulating and assigning overhead
to software projects would generally exceed the benefits that would be derived
from a “full costing” accounting approach. AcSEC considered that costing
systems for inventory and plant construction activities while sometimes
complex, were necessary costs given the routine activities that such systems
support. Overhead costs associated with a particular internal-use software
development project could be even more complex to measure than production
overhead and, as they most often represent an allocation among capitalizable and
expensed functions, may not be sufficiently reliable.
Accordingly, AcSEC recognized in the deliberations on SOP 98-1 that the capitalization o f
indirect costs for both inventory and plant construction activities is appropriate and that such
an approach also would be appropriate for internal-use software, except for the difficulties
in applying such an approach to non-routine development o f internal-use software. It is
inappropriate for AcSEC now to use the conclusion in SOP 98-1 as a basis for concluding
that indirect costs o f PP&E should be expensed when the Basis for Conclusions in SOP 98-1
specifically indicates that the capitalization o f indirect costs for plant construction activities
is appropriate.
In Statement o f Financial Accounting Standards No. 143, “Accounting for Asset Retirement
Obligations,” the FASB concluded that the estimate o f the fair value o f an asset retirement
obligation using an expected present value technique should include consideration o f costs
that a third party would include in determining the price o f settlement, including overhead
charges, and that the initial recognition o f the liability for an asset retirement obligation
should result in a corresponding increase in the carrying amount o f the asset. Although
those overhead charges are included in the estimate o f the fair value o f the asset retirement
obligation under the FA SB’s approach, it would be inconsistent for AcSEC to conclude that
indirect costs and allocated overhead that is actually incurred in the construction o f PP&E
should be expensed when estimated overhead costs that may be incurred in the future when
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the asset ultimately is retired are required to be included in the capitalized cost o f the asset
under FAS 143.
AcSEC also notes in the Basis for Conclusions o f the proposed SOP that it is concerned that
overly aggressive allocations o f indirect costs may have occurred in the past. If that is the
case, AcSEC should address that concern by providing additional guidance on the allocation
o f indirect costs rather than eliminating the allocation o f all indirect costs from a conceptual
perspective.

Issue 5: Paragraph 32 of the proposed SOP states that for real estate that is not being
used in operations, costs of property taxes, insurance, and ground rentals should be
capitalized, to the extent of the portion of the property that is under development,
during the time that activities that are necessary to get the asset ready for its intended
use are in progress. Do you agree with that conclusion? If not, what alternative would
you propose and why?
Yes. However, the SOP should provide additional guidance to distinguish the “acquisitionor-construction” stage from “the time that activities that are necessary to get the asset ready
for its intended use are in progress.” In certain cases, activities necessary to get an asset
ready for its intended use may not be in progress during the “acquisition-or-construction”
stage if construction or development is temporarily suspended. Property taxes, insurance,
and rentals should be capitalized only during periods that activities to get the asset ready for
its intended use are being performed, not necessarily during the entire “acquisition-orconstruction” stage.
The proposed SOP specifically addresses the capitalization o f ground rentals; however, the
proposed SOP does not address whether it would be appropriate to capitalize the cost o f
rentals for a building or a portion o f a building during the development period. Also, if an
entity leased land and a building and was finishing the interior o f the building to be used as
a manufacturing plant, would the guidance in the proposed SOP require an allocation o f the
rental payments between the portion related to the land, which would be capitalized, and the
portion related to the building, which would be expensed? Building rentals should not be
treated differently than ground rental costs.
We do not agree with the last sentence o f paragraph 32 o f the proposed SOP that requires
capitalization o f costs incurred for property taxes, insurance, and ground rentals to cease
when initial operations commence in any portion o f the building. As indicated in paragraph
18 o f FAS 34, “some assets are completed in parts, and each part is capable o f being used
independently while work is continuing on other parts.” As required by FAS 34 in those
cases (and FAS 67), we believe that capitalization o f property taxes, insurance, and ground
rentals should stop on each part when it is substantially complete and ready for its intended
use.
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Issue 6: Paragraph 37 of the proposed SOP states that the costs of normal, recurring,
or periodic repairs and maintenance activities should be charged to expense as
incurred. It also states that all other costs related to PP&E that are incurred during
the in-service stage should be charged to expense as incurred unless the costs are
incurred for (a) the acquisition of additional PP&E or components or (b) the
replacement of existing PP&E or components of PP&E. Do you agree with those
conclusions? If not, what alternatives would you propose and why?
Yes.

Issue 7: Paragraph 39 of the proposed SOP states that costs of removal, except for
certain limited situation demolition costs, should be charged to expense as incurred.
Do you agree with that conclusion? If not, what alternative would you propose and
why?
No. Although AcSEC’s conclusion that removal costs should be charged to expense and
reassembly costs should be capitalized may be theoretically sound under the proposed
components approach, the proposed guidance on removal costs would, at best, be difficult to
apply in practice.
AcSEC also should consider the impact o f the provisions o f FAS 143 on its conclusions on
accounting for removal costs in the proposed SOP when removal o f the asset is a legal
obligation. If a legal asset retirement obligation exists that is accounted for under FAS 143,
the cost o f that obligation would be included in the cost o f the asset. When the asset is
removed, the appropriate costs would be charged to the liability for the asset retirement
obligation based on the provisions o f FAS 143. However, if there is not a legal obligation to
remove the asset, the removal o f that asset, or component, may be necessary to install a new
asset or component. Accordingly, we believe it is appropriate to capitalize those removal
costs as part o f the cost o f installing the new asset or component when removal o f the
previous asset or component is necessary to install the new asset or component. However,
the remaining net book value o f the replaced asset or component should not be included in
the cost o f the new asset or component.

Issue 8: Paragraph 44 of the proposed SOP states that the total of costs incurred for
planned major maintenance activities does not represent a separate PP&E asset or
component. It states that certain of those costs should be capitalized if they represent
acquisitions or replacements and that all other costs should be charged to expense as
incurred. Paragraph 45 prohibits alternative accounting treatments including—(a) the
accrual of a liability for the estimated costs of a planned major maintenance activity
prior to their being incurred, and (b) the deferral and amortization of the entire cost of
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the activity. Do you agree with those conclusions? If not, what alternatives would you
propose and why?
As discussed below in Issue 9, we do not agree with AcSEC’s conclusion that all planned
major maintenance activities do not represent a separate asset or component. However, we
agree with AcSEC’s conclusion that the accrual o f a liability for the estimated costs o f a
planned major maintenance activity prior to the time such costs are incurred is not
appropriate. We also agree that the deferral method o f accounting for planned major
maintenance activities is not appropriate.

Issue 9: Paragraph 45 of the proposed SOP further prohibits, as an alternative
accounting treatment, the “built-in overhaul” method for costs incurred for planned
major maintenance activities. Under that method, additional depreciation expense is
recognized currently to give effect to the decline in service potential that is
subsequently restored once the major maintenance activity occurs. When the major
maintenance activity occurs, its cost is considered capitalizable. In lieu of the built-in
overhaul method, AcSEC concluded that better cost allocation would result from the
use of component accounting and limiting the major maintenance activities that would
be capitalizable to costs that represent replacements of components of PP&E. Should
the costs of restoring PP&E’s service potential, in addition to the cost of replacements
that would be capitalizable under this proposed SOP, be eligible for capitalization? Do
you believe that prohibiting the built-in overhaul method is appropriate, or should it
be allowed as an alternative method? If you believe that the built-in overhaul method
should continue to be allowed, what industries or entities should be allowed to use it,
and why?
The built-in overhaul method is appropriate in situations where a separate component (an
identifiable intangible asset) can be identified for the planned major maintenance activity.
For example, the airworthiness certificate that entitles an airline to operate an engine or
airframe for a specified number of hours before it must undergo a major overhaul is a
separate component o f the acquisition cost o f the flight equipment. The status o f this asset,
which directly affects the fair value o f the equipment in the marketplace, should be charged
to expense over the period in which the airworthiness hours are consumed. The cost o f
restoring airworthiness creates a new asset and the costs o f that new asset should be
capitalized and amortized to expense as it is consumed.
We believe that the built-in overhaul method is consistent with the requirements o f
paragraphs 9 and 10 o f Statement o f Financial Accounting Standards No. 142, “Goodwill
and Other Intangible Assets,” when a separate component can be identified for the planned
major maintenance activity. As required by FAS 142, when an intangible asset is acquired
with a group o f other assets, the cost o f the group o f assets should be allocated to the
individual assets acquired. In addition, the cost o f restoring the intangible asset for the
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planned major maintenance activity (such as the airworthiness certificate) should be
capitalized. That intangible asset is specifically identifiable and has a determinate life.
The final SOP also should include additional guidance and examples that distinguish
“planned major maintenance activity” from other maintenance or refurbishments.

Use of Inventory in Production of Internal-Use PP&E
Issue 10: Paragraphs 47,48, and A41 of the proposed SOP discuss the situation in
which an entity owns an asset that it intended to sell as inventory but subsequently
decided to retain for use in its own internal operations. Those paragraphs state that
the entity should evaluate for impairment amounts included in PP&E that were
previously capitalized as inventory but should not redetermine their carrying amount
as PP&E using the guidance in the proposed SOP, unless the entity has a pattern of
changing the intended use of assets from inventory to PP&E. Do you believe that
guidance is appropriate, or should an entity be required to redetermine the carrying
amount of PP&E assets previously capitalized as inventory, and why? Should AcSEC
provide additional guidance on what kinds of changes in intended use constitute a
“pattern,” and why?
As discussed in the response to Issue 4, the guidance in paragraphs 47, 48, and A41 would
be unnecessary if AcSEC were to conclude that indirect costs o f PP&E should be allocated
to and capitalized as part o f the cost o f specific PP&E.

PP&E-Type Assets Produced for Sale or Operating Lease
Issue 11: The proposed SOP requires assets that are produced by an entity to be leased
to a lessee under an operating lease to be accounted for under the provisions of this
SOP. As discussed in paragraph A43 of the proposed SOP, AcSEC recognizes that
some entities routinely construct or manufacture products, some of which are sold
directly and some of which are leased to lessees under sales-type leases whereas others
are leased to lessees under operating leases. In some situations, the entity does not
know the form the transaction will take until it occurs, and the customer decides
whether its acquisition of product will be accomplished through purchase or lease. The
proposed SOP requires an entity to accumulate costs differently for similar assets
depending on whether the asset is sold outright or leased to a lessee under a sales-type
lease (in either case, inventory cost accumulation rules would apply) or leased to a
lessee under an operating lease (in which case, the cost accumulation provisions of the
proposed SOP would apply). Do you agree with that conclusion and, if so, do you
believe the proposed SOP should provide additional guidance on such cost
accumulation? Or would it be preferable for a single cost accumulation model to apply
during the production process and that there should be a presumption that the assets
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should be accounted for all as inventory or all as PP&E? If so, which presumption
should be applied and why?
No. As discussed in the response to Issue 4, the cost accumulation provisions o f the
proposed SOP should be revised to be more consistent with the provisions o f ARB 43 on
inventory costing and FAS 67 on costs o f real estate projects to be sold. Paragraph A43
indicates that AcSEC believes that cost accumulation for assets to be sold or leased under
sales-type leases should be different than cost accumulation for assets to be leased under
operating leases. However, that paragraph in the Basis for Conclusions provides no basis
for AcSEC’s conclusion. We also have been unable to discern any reasonable basis for that
conclusion. AcSEC should change the provisions o f the SOP to require that appropriately
allocated indirect costs be included in the cost o f PP&E consistent with the provisions of
ARB 43 and FAS 67.

Component Accounting
Issue 12: Paragraphs 49 through 56 of the proposed SOP discuss component
accounting and state that if a component has an expected useful life that differs from
the expected useful life of the PP&E asset to which it relates, the component should be
accounted for separately and depreciated or amortized over its separate expected
useful life. Do you agree with this approach to accounting for PP&E? If not, what
alternative would you propose and why?
The objective o f depreciation accounting, according to paragraph 5 o f Chapter 9C o f ARB
43, is “to distribute the c o s t. . . o f tangible capital assets, less salvage (if any), over the
estimated useful life o f the unit (which may be a group o f assets) in a systematic and
rational manner.” We believe that the components approach described in the proposed SOP
is consistent with the objective o f depreciation accounting for PP&E and results in
appropriate amounts reported for PP&E, accumulated depreciation, depreciation expense,
and gains and losses on disposals o f PP&E. However, there are other methodologies that
satisfy these objectives when applied properly to specific facts and circumstances particularly when the PP&E involved consists o f a large number o f homogeneous items or is
a part o f an overall asset.
According to ARB 43, depreciation accounting is “a process o f allocation, not o f valuation.”
Depreciation accounting is a method o f allocating the cost o f PP&E over the expected
useful life o f the asset. That process includes estimates o f useful lives and salvage values.
AcSEC should not attempt to develop detailed rules on component accounting that result in
precise cost allocations when the calculations largely are dependent on imprecise estimates
o f useful lives and salvage values. FASB Concepts Statement No. 2, “Qualitative
Characteristics o f Accounting Information,” paragraph 72, states that “reporting accounting
numbers as certain and precise if they are not is a negation o f reliable reporting.” In
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addition, because o f the inherent imprecision o f the estimates upon which depreciation is
based, regardless o f the method employed, we are concerned that the additional
administrative cost to implement and maintain the components approach exceeds any
benefit that might result from improved financial reporting.
Rather than provide detailed rules on component accounting and depreciation, we believe
that the SOP should state general principles and objectives o f depreciation accounting for
PP&E and provide guidelines within which companies should develop appropriate policies
and procedures that meet the general objectives. W ithin those guidelines, AcSEC should
allow companies to develop their own methods to approximate the results o f the
components approach without requiring them to perform the overly detailed calculations
necessary to arrive at a precise calculation o f the amounts that would be reported for PP&E,
accumulated depreciation, depreciation expense, and gains and losses on disposals o f PP&E
under the components approach.
Many companies use composite or group methods o f depreciation for certain assets or
groups o f assets. We believe those methods should be allowed if they provide for a
systematic and rational allocation o f the cost o f PP&E within general guidelines designed to
provide reasonable approximations o f amounts that would be reported for PP&E,
accumulated depreciation, depreciation expense, and gains and losses on disposals o f PP&E
under the components approach. For example, the SOP could set forth the following
general guidelines that should be followed in applying composite or group methods o f
depreciation:
■ Composite lives should be developed based on the estimated useful lives o f the
individual components o f the PP&E.
■ Losses should be recognized to write o ff the estimated remaining net book value o f a
component if that component is disposed o f prior to the end o f the estimated useful life
o f the component that was used to develop the composite. The remaining net book value
o f the replaced component would be calculated using the estimated useful life o f that
component, not the overall PP&E asset. Those calculations w ould require companies to
develop procedures to estimate original costs o f the component.
■ In applying group methods o f depreciation, losses on disposals o f PP&E that occur prior
to the end o f the useful lives o f the assets reflected in the group calculation should not be
deferred. (If disposals occur earlier than anticipated in the arriving at the group life, the
loss on early disposal should be recognized.)
■ In applying group methods o f depreciation, procedures should be developed to
periodically assess the estimated group life and related depreciation calculations and, if
necessary, appropriate adjustments should be recognized.
■ The estimate o f a group life should not reflect anticipated casualty losses. Such casualty
losses should be recognized when they occur.
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AcSEC may identify other appropriate guidelines. Companies should be allowed to develop
reasonable policies and procedures within those general guidelines. The final SOP should
include examples o f how those guidelines should be applied.
AcSEC should not prescribe the components approach as the only acceptable method of
depreciation accounting for PP&E.

Issue 13: Paragraphs 38 and 51 of the proposed SOP state that when existing PP&E is
replaced or otherwise removed from service and the replacement is capitalized, the net
book value of the replaced PP&E should be charged to depreciation expense in the
period of replacement Do you agree with this approach? If not, what alternative
would you propose and why?
Yes. When PP&E is removed from service, the net book value o f the PP&E should be
charged to depreciation expense or loss on disposal. However, as described in our response
to Issue 12, companies should be allowed to develop policies and procedures to meet that
objective without being required to account separately for each component o f PP&E.

Issue 14: The proposed SOP requires the use of component accounting to depreciate
identified components over their respective expected useful lives. As noted in
paragraph A48 of the proposed SOP, entities have developed and utilized various
conventions to depreciate assets, including group depreciation or use of composite
lives. Those conventions are acceptable only if they result in approximately the same
gross PP&E, depreciation expense, accumulated depreciation, and gains or losses on
disposals of PP&E as the component accounting method required by this proposed
SOP. Do you agree with this approach? If not, what alternative would you propose
and why?
No, see response to Issue 12.

Amendments to Other Guidance
Issue 15: Paragraphs 61 and 63 of the proposed SOP list amendments to SOP 85-3,
Accounting by Agricultural Producers and Agricultural Cooperatives, and the AICPA
Audit and Accounting Guide Audits o f Agricultural Producers and Agricultural
Cooperatives, respectively. Do you agree with the proposed amendments? Do you
believe that there are unique aspects of agricultural accounting, such as the accounting
for breeding and production animals and the accounting for plants and vines, that
should not be amended by the proposed SOP, and why?
No. As indicated in the response to Issue 4, we believe that indirect costs should be
included in the cost o f PP&E. That approach is consistent with the current provisions o f
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SOP 85-3. Accordingly, we believe that AcSEC should change its conclusions for the
reasons described in the response to Issue 4 and no amendment to SOP 85-3 would be
necessary.

Transition
Issue 16*. Paragraph 71 of the proposed SOP states that the prescribed component
accounting guidance should be initially adopted for existing PP&E using one of two
alternatives, the election and disclosure of which should be made when the SOP is
adopted. Do you agree with that approach and, if so, do you agree with the choice of
the two alternatives from which the election is to be made? If you do not agree with
that approach for existing PP&E, what approach would you propose and why?
As indicated in the response to Issue 12, we do not agree with the mandated components
approach. However, if AcSEC were to revise its conclusions as we recommend in our
response to Issue 12, companies should be required to revise their policies for existing
PP&E as o f the date o f adoption and apply those policies for depreciation calculations and
disposals from that date. No cumulative effect adjustment for a change in accounting
principle should be required and the alternative methods described in paragraph 71 would
not be necessary.
The requirement in paragraph 71(b) and paragraph 53 o f the proposed SOP to calculate the
net book value o f a component o f PP&E based on the expected useful life used to depreciate
the total PP&E asset is not appropriate. In situations where the company has used a
composite method in the past and the company can identify the life o f the component that
was used in developing the composite life, the net book value o f a component o f PP&E
should be based on the expected useful life o f the component, not the life o f the total PP&E
asset.

Issue 1 7: Under paragraph 71(a) of the proposed SOP, the allocation of existing net
book value to components at transition should be based on (a) allocation of original
accounting records, if available, (b) relative fair values of components at date of
transition, if original accounting records are not available, or (c) another reasonable
method, if relative fair value is not practicable. Do you agree that that ordering of
allocation methods is appropriate? If you believe that a different order would be
appropriate, what order would you propose and why? Should the proposed SOP
provide additional examples to illustrate what constitutes “another reasonable
method”?
Yes.
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Issue 18: Paragraph 72 of the proposed SOP states that the SOP should be applied
prospectively for all costs incurred after the adoption of the SOP. It also states that
costs incurred prior to the adoption of the proposed SOP should not be re
characterized (as capital or expense items) to conform to the guidance in the SOP, with
the exception of certain costs of planned major maintenance activities. Do you agree
with that approach? If you do not agree with that approach, what approach would you
propose and why?
Yes.

Issue 19: Under paragraph 71(a) of the proposed SOP, and as illustrated in Example 3
in appendix C, an entity applying component accounting retroactively at date of
adoption may calculate a difference between the pre-adoption balance of accumulated
depreciation and the balance recalculated based on the estimated useful lives of
components that previously were not accounted for as separate components. Under
that paragraph, the difference is allocated back to the accumulated depreciation of
each component based on the net book values of the components. Two alternatives
considered were recording the difference as a cumulative effect type adjustment at
adoption and recording the difference as additional depreciation expense at adoption.
Do you agree with the proposed approach or either of the alternatives, and why?
Yes. There should not be a cumulative effect type adjustment at adoption for the effect o f
applying component accounting.
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Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Proposed Rule - Accounting for Certain Costs and Activities Related to Property,
Plant, and Equipment

Dear Mr. Simon,
Coastal Electric Membership Corporation is an electric distribution cooperative serving
over 12,000 member-owners in southeast Georgia. For more than 60 years, Coastal has
provided electric service to its customers on a not-for-profit basis. Controlling and
normalizing costs are most important in establishing customer rates for electricity. The
PP&E Accounting Proposal raises significant rate-making, operational, and accounting
concerns for Coastal.
The PP&E Accounting Proposal would prohibit the capitalization o f certain
overhead costs, as well as, certain administrative and general costs.
Implementation o f this provision would result in these costs being expensed and
collected from the customer during the construction o f electric distribution lines.
At present, these costs are capitalized and collected from the customer over the
useful life o f the asset. This method I feel is more equitable to the customer and
has less impact on the rate-making process.
•

The PP&E Accounting Proposal would require the use o f depreciation
accounting by component, defined as “a tangible part o f plant that can be
separately identified as an asset”, rather than by the group and/or composite
method. Implementation o f this provision would probably require a system
inventory to be taken and certainly the plant records o f the cooperative would
have to be changed. The collection o f this data, the record keeping o f such, and
the change in accounting software will be costly.

•

The PP&E Accounting Proposal would require that gains and losses, on the
disposition o f assets, be recognized within the current accounting period. At
present, these gains and losses are charged to the accumulated depreciation
account and supposedly netted out over time. Recognizing gains and losses
within the current period would increase earnings volatility and, as a result,
would affect the rate-making process.

•

The PP&E Accounting Proposal would require the retirement cost o f plant assets
to be recognized within the current accounting period. At present, this cost is
recognized over the useful life o f the asset, as a component o f depreciation.
Recognizing retirement cost within the current period would increase earnings
volatility and, as a result, would affect the rate-making process.

Each o f the above differences in accounting methodology causes concern for Coastal in
the rate-making process. Historically our rates have been based on a specific cost o f
service that has been approved or established by the Rural Utilities Service (RUS),
Coastal’s utility regulator. The cost elements within these rate studies are based on
defined cost elements as contained in a Uniform System o f Accounts, which Coastal is
legally required to follow. With the approval o f RUS, Coastal is able to defer or
accelerate the rate recognition o f certain current-period costs in order to avoid spikes in
the level o f customer electric rates. As stated earlier, controlling and normalizing costs
are most important in establishing customer rates for electricity.
On behalf o f the Board o f Directors and the Management o f Coastal Electric Cooperative,
I appreciate the opportunity to provide comments on the PP&E Accounting Proposal.
Should you have questions concerning these comments, please feel free to contact me at
912-880-2244.

Sincerely,

Mike Carreker
VP Corporate Services

Mack-Cali
November 15, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775
Re: Proposed Statement of Position: Accounting for Certain Costs and Activities Related to
Properly, Plant and Equipment
Dear Marc,
Mack-Cali Realty Corporation is a fully-integrated, self-administered, self-managed real estate
investment trust (REIT) providing management, leasing, development, construction and other
tenant-related services for its class A real estate portfolio. Mack-Cali owns or has interests in
268 properties, primarily office and office/flex buildings located in the Northeast, totaling
approximately 28.5 million square feet. The business of developing, owning and operating
investment property regularly involves the acquisition, development and maintenance of assets.
In this context, the accounting standards for capitalizing the cost of these assets are fundamental
to Mack-Cali producing useful financial reports and of vital importance to its capital formation
and investor relations activities.
Mack-Cali is an active member of the National Association of Real Estate Investment Trusts
(NAREIT), which has or will respond to the proposed SOP. In addition to supporting the views
presented in NAREIT’s letter, Mack-Cali below addresses certain points that we would like the
AICPA to consider in its comment review process.
Componentization
The proposed SOP’s requirement to separately track the cost and accumulated depreciation of
individual property, plant and equipment (PP&E) components would increase considerably
Mack-Cali’s administrative costs. We fail to see how the costs related to the detailed
componentization requirements of the proposal will be justified compared to the marginal benefit
that may accrue to users of financial statements.
First, to implement the provisions of the proposal would require that we allocate the book value
of our PP&E to thousands of components. Although the proposal provides an option to apply

M ack-Cali R ealty Corporation
11 COMMERCE DRIVE, CRANFORD, NJ 07016-3599
PHONE: 908.272.8000
FAX: 908.272.6755

WEB: www.mack-cali.com

Marc Simon
November 15, 2001
Page 2

componentization either retroactively or prospectively, the “penalty” associated with prospective
adoption would force us to adopt componentization on a retroactive basis. Implementation of the
componentization provisions of the proposal on a retroactive basis would require that we engage
cost study consultants to ascertain component costs. We conservatively estimate that the cost of
this exercise would be $15,000 per property for a total of approximately $4 million.
Second, the costs to administer the ongoing provisions of the proposal would be significant. We
would be required to track thousands of individual asset components. Further, we could foresee
for audit purposes that we would need to periodically test these records against actual
components. These ongoing requirements would result in the addition of two corporate
administrative staff at a fully allocated cost of approximately $100,000 per annum.
Moreover, the componentization requirements of the proposed SOP are contrary to that which
has been embraced internationally for investment property accounting. International Accounting
Standard No. 40 (IAS 40), Investment Property, requires the disclosure of fair value of an
investment property in the financial statements or footnotes, and views investment property as an
integrated operating entity, not thousands of components. AcSEC’s proposal is offered at a time
when representatives of the Financial Accounting Standards Board (FASB) and the Securities
and Exchange Commission continually espouse global convergence of accounting standards.
We could envision being forced to modify our accounting and financial reporting systems to
implement the provisions of the proposed SOP and amendments, only to again modify our
systems at some future point when global convergence becomes reality.
In the event the final SOP contains the detailed componentization requirements, we request that
investment property be exempted.
Elimination o f the Composite/Group Methods o f Depreciation
The requirement to componentize all PP&E and to measure the remaining book value of replaced
components effectively eliminates the composite and group methods of depreciation. These
depreciation methods have been used throughout Corporate America and are well established in
both accounting literature and practice.
Although the proposal allows the use of the group or composite method of depreciation if an
entity can demonstrate that it produces results similar to componentization, we believe this
provision is not realistic because it would force us to calculate depreciation using both methods
(i.e., group/composite method and componentization) in order to prove that the results are in fact
similar. This allowance does not alleviate the detailed componentization required by the

proposed SOP — a company would still have to undertake an assessment of its assets “as
componentized” to prove that it would be allowed to use the composite or group method. We
find this aspect of the proposal troublesome in that it would require us to maintain records for
two sets of depreciation calculations.
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In the absence of a withdrawal of the componentization requirements of the proposal, we
strongly suggest that the Accounting Standards Executive Committee (AcSEC) consider an
alternative approach for PP&E cost componentization that would entail a more reasonable level
and be more cost effective. One approach that we could consider embracing would include a
componentization of a PP&E asset into categories by the useful lives of components. These
categories might number a dozen or more for investment property. Components within these
“useful-life categories” would be accounted for using the group method of depreciation. No
“losses” (remaining net book values) would be recognized in earnings at the time of replacement.
These “losses” could be minimized through more precise determination of useful lives of major
components and regular comparisons of the parameters used with actual experience.
Deferred Cost Accounting
The proposal’s provisions also eliminate the concept of deferred cost accounting with respect to
PP&E. Mack-Cali is especially concerned about the prohibition to defer or capitalize costs that
may be incurred during the preliminary stage of a project, as well as long-term or planned major
maintenance activities. Clearly, these costs may provide future economic benefit to a period
other than the one in which they were incurred. These costs should be permitted to be deferred
and amortized to properly match the costs with the period of benefit, or expensed when there is a
determination of no future economic benefit. This matching of costs with benefits is the essence
of accrual accounting - the foundation upon which generally accepted accounting principles
have been established. To do away with this concept would render our reporting on a cash basis
for costs that, without question, provide economic benefit for multiple periods.
Accounting fo r Property Taxes, Insurance and Ground Rents
The proposal would require that the capitalization of property taxes, insurance and ground rentals
cease “no later than the date initial operations commence in any portion of the building or
structure.” As a developer of office properties, this accounting would cause a significant
inappropriate matching of costs and related revenues. For example, if the first tenant occupied
even five percent of the space in a large office building, the costs of real estate taxes, insurance
and ground rentals applicable to the entire office building would be charged to the rental income
stream from the five percent of leased space. The earnings (or probably loss) resulting from this
accounting would not provide appropriate information with respect to the current and future
profitability of the property.
The appropriate accounting would be to allocate the real estate taxes, insurance and ground rents
proportionally between space generating revenue and the non-revenue generating space as the

property leases up. Limits to the capitalization should be required in terms of the maximum
length of time subject to this allocation. Paragraphs 22 and 23 of SFAS 67, as well as paragraph
18 of SFAS 34, provide an appropriate model for the capitalization of these costs.
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Limitation on Capitalization o f Indirect and Overhead Costs
The proposal would limit the capitalization of costs of internal staff directly associated with
specific projects to payroll and payroll-benefit related costs. Mack-Cali believes that indirect
costs and overhead that supports the development, construction or installation of PP&E should
be capitalized.

Mack-Cali Realty Corporation appreciates the opportunity to participate in the AICPA’s
considerations with respect to accounting for PP&E. If you have any questions regarding this
response, please feel free to contact me at (908) 272-8000.
Sincerely,

Barry Lefkowitz
Executive Vice President
and Chief Financial Officer

Clark

Energy

C O O P E R A T IV E
A Touchstone Energy Cooperative

November 13, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement of Position, "Accounting for
Certain Costs and Activities Related to Property, Plant and Equipment"

Dear Mr. Simon:
The Kentucky Association of Electric Cooperatives (KAEC) is the state trade
association representing 25 rural electric distribution systems providing electricity
on a not-for-profit basis to more than 700,000 consumer owners in the state of
Kentucky and parts of Tennessee. This also includes two (2) electric generation
and transmission (G&T's), which are owned by the distributions electric systems.
These responses for Clark Energy Cooperative Corporation (Clark Energy), on an
individual basis, however, the opinions of Clark Energy are also those of the KAEC
group individually and as a whole.
Clark Energy and KAEC concur with its national trade association, National Rural
Electric Cooperative Association (NRECA) in its response dated November 7, 2001
to this same accounting proposal.
Kentucky cooperatives are regulated by the Kentucky Public Service Commission
(Kentucky PSC). Cooperatives have anywhere from 14 to 195 employees, with the
average number of employees being approximately 60. As such, the above
referenced Proposed Statement of Position (PP&E Accounting Proposal) will have
significant rate-making, operations and accounting concerns for KAEC members
and Clark Energy.
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As indicated above, distribution electric cooperatives generally have a small staff
of employees. Clark Energy has 59 employees. Since the staffs are so small,
employees that record labor to capital accounts generally have a direct association
with capitalization. Presently, the majority of capital assets of electric
cooperatives are its investment in distribution electric plant. Distribution electric
plant consists of poles, conductor, meters, transformers, services to consumers'
premises and lights. Poles, conductor, meters, transformers and lights are
purchased as material then constructed into service through a construction
process that is very labor intensive. To ensure that adequate facilities are
developed. The capital investment is the cumulative costs of material, direct
labor, indirect labor and overheads associated with labor, and other related
construction costs. The Uniform System of Accounts, as prescribed by regulators,
Rural Utilities Services (RUS) and the Kentucky PSC governs the labor and
overheads that can be capitalized to distribution electric plant accounts. These
requirements are adhered to by the KAEC members, and Clark Energy, therefore,
there are no consistency problems among the cooperatives with respect to
comparing plant assets and investments.
The remaining capital assets, general plant, which consists of buildings, vehicles,
office furniture and equipment and communication equipment are recorded at
their purchased price. No overheads are allocated to these assets.
From the standpoint of rate-making fairness, revenue from consumers is based on
a cost-of-service that utilizes plant investment. Failure to capitalize existing costs
would inequitably shift the burden of collection of these costs from consumers
using plant assets.
Should the PP&E Accounting Proposal disallow capitalization of an appropriate
portion of administration and general (A & G) costs, any study would be rendered
useless. Rates for rate-making purposes are based in part on rate-of-return on
assets. Also, studies to determine depreciation rates would be greatly skewed
since assets lives for mass items would lose all integrity if not applied consistently
from earlier years.
Recording Cost of Removal as an Expense
Presently, the cost of removal and any salvage is recoded through the
accumulated depreciation for distribution electric plant retirements. The
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depreciation rates used have a "net salvage" factor built to allow the removal cost
and salvage to be reflected on a basis that eases earnings volatility. In an
industry where rates are based on plant investments and earnings in a regulated
environment, consistency is the single most important factor to keep rates from
continually being increased or decreased to member consumers.
Recognizing Gains and Losses
Distribution electric cooperatives use mass plant items for its distribution plant
investment. Mass items are accounted for on an average cost basis. That is, the
quantity and amounts constructed for each month are added to the cumulative
quantity and amounts, likewise, the quantity and amounts retired for the month
are subtracted from the cumulative quantity and amounts. The cumulative
quantity, amounts and average unit cost are the continuing property records
(CPRs) for distribution electric cooperatives.
Presently an average distribution electric cooperative will have the following in its
CPRs:
Description
Poles
Crossarms
Anchors - guys
Grounds
Insulator strings
Overhead conductor
Underground conductor
Services to consumers premises
Security lights
Transformers
Meters

Ouantitv
44,485
11,347
31,798
37,845
24,973
26,358,760
574,345
3,550,857
9,853
13,698
22,048

feet
feet
feet

As is indicated by the above mass items contained in an average Kentucky
distribution electric cooperative's plant records, there are numerous items
involved. Contained in the poles, conductor, meters and transformers, there are
various sizes and classes to arrive at the above totals. In any portion of the
distribution electric system, the poles, conductor and other items can be
constructed any time from the date of inception of Clark Energy to the present. It
is conceivable that some items can be identified by the installation date, but it is
absolutely impossible to expect the actual installed date to be determined on any
of the items.
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It is also very common for a portion of a single line (pole, conductor, light, service,
etc.) to have been installed at various times that maybe 10-20 years apart from
the other units of plant. Factors such as storms, trees falling, accidents and
natural deterioration could cause some of the plant to be retired and the rest to
remain in service. That would result in at best, a guess as to the actual age of the
distribution electric plant retired.
Without knowing the exact date the distribution electric plant retired was installed,
the calculation of the gain or loss to be recognized would be extremely
judgmental. This could result in extreme fluctuations in income that would not
necessarily be accurate. The present method where the removal costs are
included in the depreciation rate results in a more even recognition of expenses on
an annual basis. As mentioned earlier, in a regulated environment, fluctuations in
income provided rate-making problems to consumers.
In order to be able to recognize a gain or loss on distribution electric plant
retirements, vintage accounting records would be required. Discussions with
accounting software providers indicate that extensive programming and costs
would be incurred to be able to provide this information. Again, these costs would
be passed on to the member consumers through higher electric rates.
It should be noted that general plant items previously detailed, have the gains and
losses recognized and their age can be determined to accurately calculate the
gains or losses. This response is only directed to mass plant items recorded in the
distribution electric plant accounts.
KAEC and Clark Energy appreciate the opportunity to provide comments on the
PP&E Accounting Proposal and respectfully urge the AICPA and AcSEC to consider
its views and recommendations. If questions arise concerning these comments,
please feel free to contact us.
Sincerely,

C
Overt CarroTI,
President & CEO

Alfalfa Electric Cooperative, Inc.
“Your own power,
Your own people”

P.O. Box 39

121E. Main

Cherokee, OK 73728

580-

November 12, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Alfalfa Electric Cooperative, Inc. appreciates the opportunity to submit written comments
regarding the above-referenced Proposed Statement o f Position (PP&E Accounting
Proposal) to the Accounting Standards Executive Committee (AcSEC) o f the American
Institute o f Certified Public Accountants (AICPA).
Alfalfa Electric Cooperative, Inc. is an electric cooperative in the state o f Oklahoma,
providing electricity to approximately 4,360 consumers-owners in 7 counties in
Oklahoma and Kansas. Since we operate within the capital-intensive electric utility
industry, the PP&E Accounting Proposal would significantly and negatively impact
Alfalfa Electric’s accounting policies and administrative costs. Over the past three years,
additions to our total utility plant have averaged $961,280 annually. During this same
period, yearly reported patronage capital (margins) has averaged $615,127.
We
conservatively estimate that, if adopted, this PP&E proposal could decrease these
margins by at least 89.4%. Resultant electric rates to our consumers would have to be
increased substantially to cover the incremental costs associated with this proposal and to
protect our financial integrity and credit rating.
Alfalfa Electric is required to follow accounting requirements promulgated by the Federal
Energy Regulatory Commission (FERC). The PP&E Accounting Proposal raises
significant ratemaking, operational, and accounting concerns for Alfalfa Electric. The
most significant o f these concerns arise due to accounting inconsistencies between this
proposal and the FERC Uniform System o f Accounts and attendant FERC regulations
and interpretations (collectively, Electric Cooperative Accounting Requirements). The
PP&E Accounting Proposal and the attendant detrimental impacts to Alfalfa Electric
include the following:

•

Electric Cooperative Accounting Requirements specify capitalization o f overheads in
support o f construction projects and permit capitalization o f an appropriate portion o f
administrative and general (A&G) costs.
In addition, Electric Cooperative
Accounting Requirements specify capitalization o f preliminary investigation and
survey (PI&S) charges.
The PP&E Accounting Proposal would prohibit
capitalization o f overheads, PI&S charges, and A&G costs.
Implementation o f these provisions would dramatically increase earnings volatility, as
these overhead, PI&S charges, and A&G costs would be expensed, rather than
capitalized as they are today. We estimate that the annual financial impact o f these
items would decrease our margins by at least $107,120 annually or more, depending
upon the extent o f the capital restrictions ultimately imposed. Furthermore, from the
standpoint o f rate-making fairness, failure to capitalize these costs would inequitably
shift the burden o f collection o f these costs from customers using the plant asset over
its useful life to existing customers at the time the plant asset is constructed.

•

Electric Cooperative Accounting Requirements prescribe the use o f the group method
o f depreciation for plant assets. The PP&E Accounting Proposal would require use o f
depreciation accounting by component, defined as “a tangible part or portion o f
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life”. The PP&E Accounting Proposal generally
prohibits the use o f a group method o f depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation o f this provision would require administrative reorganization to
comply with the data collection requirements, as well as expensive new automated
accounting systems —or at a minimum, significant upgrades to existing software. In
addition, determination o f material differences between the component and group
accounting methods would require record keeping for both methods, adding
significantly to plant record-keeping costs, as well as audit costs. The estimated costs
to upgrade automated systems and provide additional administrative record-keeping
and data input is projected to add at least $50,000 in one-time costs and will
conservatively exceed $549,764 on an annual basis thereafter. If adopted, our
staffing costs are projected to increase by at least $183,348 annually, or more than
25%, to support the extra administrative and reporting burdens o f this requirement.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions o f mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in the results o f operations
in the current accounting period. Implementation o f this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results o f operations. Annual gains / (losses) closed to the accumulated
depreciation account over the past three years have averaged $122,031. Electricity

rates would likely require significant upward adjustment to provide for this increased
uncertainty o f earnings.
•

Electric Cooperative Accounting Requirements generally recognize the cost o f
removal o f a plant asset over the useful life o f that asset, as a component o f the
depreciation rate. The PP&E Accounting Proposal would require that cost o f removal
be reflected in the results o f operations in the accounting period in which such cost
was incurred. Removal costs w e’ve incurred over the past three years have averaged
$137,265 annually. Implementation o f this provision would result in increased
earnings volatility, as cost o f removal would be reflected in a single accounting
period. Furthermore, from the standpoint o f ratemaking fairness, failure to recognize
cost o f removal over the asset’s life would inequitably shift the burden o f collection
o f these costs from customers using the plant asset to customers during the retirement
o f the plant asset.

Each o f the above accounting inconsistencies pose operational problems and create
significant administrative burdens for Alfalfa Electric that will dramatically raise the cost
o f electricity to our rural member owners. The detrimental impacts o f each item should
be carefully considered and weighed against any identifiable benefits before the AICPA
AcSEC implements the attendant provision o f the PP&E Accounting Proposal for electric
utilities. Further, we recommend that any and all decisions and changes impacting PP&E
be closely coordinated in advance with FERC and all other federal and state
governmental authorities regulating electric cooperatives and the electric industry.
Alfalfa Electric appreciates the opportunity to provide comments on the PP&E
Accounting Proposal and respectfully urges the AICPA AcSEC to consider its views. If
questions arise concerning these comments, please feel free to contact Gail Ridgway at
580-596-3575 x l4 .

Sincerely Yours,

AYER & LIVELY, LLP
CERTIFIED PUBLIC ACCOUNTANTS

LARRY N. AYER, CPA

3279 ALVEY PARK DR.

STEPHEN R. LIVELY, CPA

OWENSBORO, KY 42303
(270)685-2128
FAX (270) 685-5479

November 14, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re: Proposed Statement of Position on Accounting for Cercain
Costs and Activities Related to Property, Plant, and
Equipment
Dear Mr. Simon:
I am writing as an interested practicing CPA regarding the above
referred exposure draft.
In general, let me say that I am in total disagreement with several
provisions of the exposure draft.
It seems that a "shotgun"
approach has been taken to address a problem aimed at a specific
industry.
From the examples and other language in the exposure draft, it is
apparent that this directive is directed primarily toward the real
estate building industry.
I applaud your efforts to correct
shortcomings in this area, however, the affect of requiring all
industries and accounting entities to apply the concepts set forth
in the exposure draft would be catastrophic.
I refer specifically to the utility industry which traditionally
has a large number of specific assets with a relatively small
dollar value. For example, an electric generation or distribution
company may have hundreds of thousands of poles, towers, meters,
transformers, spans of conductor, etc. which are all considered
property units for depreciation purposes. To attempt to apply the
provisions of the SOP in these circumstances would be nearly
impossible. Utilities historically have used the composite method
of depreciation due to the general nature of their utility
property, and it has served them well in the past.
The particular paragraphs
exception are as follows:

of

the

SOP,

with which

I would, take

Paragraph 39 - Regarding Costs of Removal:
Traditionally, utilities have charged costs of removal as well as
average original cost to accumulated depreciation rather than
expensing these costs and recognizing any gain or loss. Composite
depreciation rates have been developed with this concept in mind.

Mr. Marc Simon
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To require recognition of gain or loss would necessitate a
redetermination of composite depreciation rates in an upward
direction which would offset the recognition of gain or loss.
So
what is really gained in terms of generating a more accurate
operating statement?
Additionally, tests have been developed for companies that use the
composite method of depreciation which also recognize costs of
removal and original cost of property retired as decreases and
increases in accumulated depreciation.
These tests, generally
developed by
the
Federal
Government,
indicate
whether the
accumulated depreciation account is reasonable in relation to the
original cost of property in service and its age. These tests also
assist companies using the composite method of depreciation to
determine that their charges for depreciation are reasonable and
proper.
After all, depreciation is only an estimate.
Paragraph 50 - Regarding Component Identification:
As I mentioned previously, utilities have hundreds of thousands of
individual property units. To attempt to specifically identify and
tag each and every one of these property units so that is could be
individually depreciated and to be able to determine its net book
value upon retirement would be nearly and impossible task even with
current computer technology.
It seems obvious that the cost of
applying this SOP to the utility industry greatly outweighs its
benefit.
It would require significant additional manpower to
apply the SOP and to continue to apply it extends those costs into
the unforeseeable future.
My final conclusion would be that "If it ain't broke, don't fix
it.”
I do not believe that the utility industry has the same
problems as the real estate industry in terms of dealing with
accurate depreciation of its property.
The SOP has several
redeeming factors including the treatment of costs to be expensed
versus capitalized in the various stages of acquisition, and
accounting for major maintenance activities, however, I would
respectfully suggest that the SOP be restricted in its application
to those entities and industries for which it was originally
intended.

Respectfully,

Larry N. Ayer, CPA

Indiana Statewide Association of
Rural Electric Cooperatives, Inc.

A Touchstone Energy® Cooperative

P.O. Box 24517
Indianapolis, IN 46224
Telephone: (317) 487-2220
Fax: (317) 247-5220

November 9, 2001

Mr. Marc Simon
Technical Manager
Accounting Standards, File 4210.CC
AICPA
1211 Avenue o f the Americas
New York, NY 10036-8775
Dear Mr. Simon:
On behalf o f the Indiana Statewide Association o f Rural Electric Cooperatives, Inc. and it’s 37
electric distribution cooperative members, we appreciate the opportunity to respond to the exposure
draft entitled, Proposed Statement o f Position, Accounting for Certain Costs and Activities Related
to Property, Plant, and Equipment.
In an attempt to conserve time and resources we will only address those issue with which we are in
disagreement with the proposed statement.

Issue 4
The utility industry is different from most other industries because the majority o f the property plant
and equipment is directly constructed by the utility itself. As a result o f this need to construct its
own assets and the need to replace and update the distribution system, a significant portion o f our
resources are devoted to the construction o f assets.
We agree that costs associated with inventory and equipment used directly in the construction o f
assets should be capitalized as part o f the cost o f those newly constructed assets. However, there
are support or indirect costs that we believe are appropriate to capitalize as well.
One o f the unique features o f the utility industry is that most o f its assets are constructed by the
utility itself. As a result o f having to construct all new assets and the need to be constantly updating
distribution systems for safety and reliability reasons, a significant portion o f our resources are
engaged in the construction o f assets.
As a result o f the amount o f space and time used to manage the materials needed for the continuous
construction o f assets, the costs o f managing those materials are capitalized by the electric industry.
We believe that just as costs associated with inventory directly used for the construction o f assets
should be capitalized, the costs associated with the management o f that inventory should likewise
be capitalized.

The construction o f multiple new assets at multiple locations being performed simultaneously
requires a need for general supervision and coordination o f direct labor and equipment to insure the
efficient use o f resources. Therefore utilities have some labor resources dedicated to the overseeing
o f the construction process and its coordination that cannot be directly tied to any individual asset.
Because these resources are directly involved in the construction process, although not tied to
specific assets, we believe that they should be capitalized.

Issue 7
The electric industry must deconstruct its assets in order to remove the assets from service. Both
Federal and State regulators recognize the capitalization o f these removal costs, as accepted
accounting for regulated electric utilities. While most electric utilities are regulated and will follow
the guidance o f FAS 71, Accounting for the Effects o f Certain Types o f Regulation, many electric
distribution cooperatives in the United States are not subject to State or Federal regulation. The
need for non-regulated electric utilities to follow these procedures will significantly lower net
income levels. Non-regulated cooperatives will be at a disadvantage when competing for loan
funds or new customers when compared with regulated utilities that are not subject to these
procedures.
If these procedures are approved, a situation will be created that companies within the same
industry and the same region will be forced to follow differing accounting practices. We do not
believe that this is in the best interest o f the industry; nor do we believe that this was the AICPA’s
intent when crafting this proposed Statement o f Position.

We appreciate the opportunity to provide our comments on this issue.

Sincerely,

P O

TIP RURAL ELECTRIC COOPERATIVE

B o x 534

B r o o k ly n IA

52211
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November 13, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement of Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
T.I.P. Rural Electric Cooperative appreciates the opportunity to submit written comments
regarding the above-referenced Proposed Statement of Position (PP&E Accounting
Proposal) to the Accounting Standards Executive Committee (AcSEC) of the American
Institute of Certified Public Accountants (AICPA).
T.I.P. Rural Electric is an electric cooperative in Iowa, providing electricity to
approximately 4,700 consumers-owners in 10 counties. Since T.I.P. operates within the
capital-intensive electric utility industry, the PP&E Accounting Proposal would
significantly impact our accounting policies.
T.I.P. follows the accounting requirements promulgated by the Rural Utilities Service
(RUS). The PP&E Accounting Proposal raises significant rate-making, operational, and
accounting concerns for our Cooperative. The most significant problem is the accounting
inconsistencies between this proposal and the RUS Uniform System of Accounts and
attendant RUS regulations and interpretations (collectively, Electric Cooperative
Accounting Requirements). The PP&E Accounting Proposal and the attendant
detrimental impacts to T.I.P. include the following:
•

Electric Cooperative Accounting Requirements specify capitalization of overheads in
support of construction projects and permit capitalization of an appropriate portion of
administrative and general (A&G) costs. In addition, Electric Cooperative
Accounting Requirements specify capitalization of preliminary investigation and
survey (PS&I) charges. The PP&E Accounting Proposal would prohibit
capitalization of overheads, PS&I charges, and A&G costs.
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Implementation of these provisions would result in the unfavorable outcome of
increased earnings volatility, as these overhead, PS&I charges, and A&G costs are
expensed, rather than capitalized. We estimate the impact to our financial
statements for these items to be in excess of $100,000.00 on an annual basis.
Furthermore, from the standpoint of rate-making fairness, failure to capitalize these
costs would inequitably shift the burden of collection of these costs from customers
using the plant asset over its useful life to customers during the construction of the
plant asset.

•

Electric Cooperative Accounting Requirements prescribe use of the group method of
depreciation for plant assets. The PP&E Accounting Proposal would require use of
depreciation accounting by component, defined as “a tangible part or portion of
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life.” The PP&E Accounting Proposal generally
prohibits the use of a group method of depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation of this provision would require administrative reorganization to
comply with the data collection requirements, as well as installation of expensive
automated accounting systems. In addition, determination of material differences
between the component and group accounting methods would require record-keeping
for both methods, adding significantly to plant record-keeping costs. Both the initial
one time and ongoing annual costs to upgrade automated systems and provide
additional administrative record-keeping and data input would be quite expensive and
put a great burden on the cooperative.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions of mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in results of operations in
the current accounting period. Implementation of this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results of operations. Our electricity rates would likely have to be raised
to provide for this increased uncertainty of earnings.

•

Electric Cooperative Accounting Requirements generally recognize the cost of
removal of a plant asset over the usefiil life of that asset, as a component of the
depreciation rate. The PP&E Accounting Proposal would require that cost of removal
be reflected in the results of operations in the accounting period in which such cost
was incurred. Implementation of this provision would result in increased earnings
volatility, as cost of removal is reflected in a single accounting period. Furthermore,
from the standpoint of rate-making fairness, failure to recognize cost of removal over
the asset’s life would inequitably shift the burden of collection of these costs from
customers using the plant asset to customers during the retirement of the plant asset.

Each of the above accounting inconsistencies poses operational problems for T.I.P. Rural
Electric. The detrimental impacts of each item should be carefully considered and
weighed against any identifiable benefits before the AICPA AcSEC implements the
attendant provision of the PP&E Accounting Proposal for electric utilities.
T.I.P. Rural Electric Coop appreciates the opportunity to provide comments on the PP&E
Accounting Proposal and respectfully urges the AICPA AcSEC to consider our views. If
you have any questions on our comments, please feel free to contact Larry Boesenberg,
Financial Manager at 641-522-9221.

Sincerely,

Larry Boesenberg
T I P. Rural Electric Cooperative
Brooklyn, Iowa 52211

HAWKEYE TRI-COUNTY ELECTRIC COOPERATIVE
24049 State Highway 9 — PO Box 90, Cresco, Iowa 52136-0090
Telephone: (563) 547-3801 • FAX: (563) 547-4033

November 10, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Subject: Exposure Draft - Proposed statement of position, “Accounting for certain costs and activities
related to property, plant and equipment”
Dear Mr. Simon:
Hawkeye Tri-County Electric Cooperative (Hawkeye) appreciates the opportunity to submit written
comments regarding the above-referenced proposed statement of position (PP&E) to the Accounting
Standards Executive Committee (AcSEC) of the American Institute of Certified Public Accountants
(AICPA). Hawkeye operates in a very capital-intensive electric utility industry which the PP&E accounting
proposal would significantly impact the accounting policies of Hawkeye. Such changes may detrimentally
impact the financial viability of Hawkeye and its 5,300 members in Chickasaw, Howard and Winneshiek
counties, Iowa.
If adopted, the proposed new accounting rules for PP&E would:
•

Limit the types of costs that can be capitalized therefore, negatively impacting expenses
and rates; and,

•

Require tracking of assets and depreciation expense at the component asset level
therefore, causing the complete inventorying of a 65 year old system and conversion to
new practices that add no value to the end member-consumer again, negatively
impacting expenses and rates; and,

•

Require gains and losses on component asset dispositions to be recognized as incurred
therefore, negatively impacting expenses, cash flow derived from depreciation, and rates;
and,

•

Require asset removal costs to be expensed as incurred therefore, negatively impacting
expenses and rates.

The timing of this proposal is the worst. The electric industry is experiencing growing demands on limited
supply. The volatility of the wholesale power market has seen 1000% increases and billions of dollars are
being spent to improve the generation and transmission facilities. The national economy is sputtering
with increased unemployment due to work layoffs. The farm economy is fragile experiencing extended
depressed markets. Our nation is at war with terrorism with people envying and lusting for our standard
of living and quality of life. The members of Hawkeye cannot afford higher priced energy, fight and pay
for wars, or continue to supplement their farm income with second and third jobs that no longer exist.

A Touchstone Energy® Cooperative

1

The current accounting standards for property, plant, and equipment were devised to create cash flow for
the construction of distribution plant. This is an ingenious way fund projects where revenues cannot
support the cost of plant. This practice allows electric cooperatives to maintain competitive rates where
other business structures (investor owned utilities) could not profit therefore, not serve. Hawkeye has
2,250 miles of line with 6,100 meters having 2.71 meters/mile. We are a non-profit, 501C(12)
organization owned by the members we serve. We need the leveling effect created by the current
accounting structure to survive.
Hawkeye’s vision is to provide access to safe, affordable and dependable electric services. The
proposed change to PP&E rules is contradictory to that vision. We oppose the changes and respectfully
ask for your consideration in this matter.
Cooperatively,

Tom Miller
Chief Executive Officer
tamiller@hawkeyerec.com
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HAWKEYE TRI-COUNTY ELECTRIC COOPERATIVE
HIGHWAY 9 EAST — P.O. BOX 90, CRESCO, IOWA 52136
Telephone: (319) 547-3801 • FAX: (319) 547-4033

November 13, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Hawkeye Tri-County Electric Cooperative appreciates the opportunity to submit written
comments regarding the above-referenced Proposed Statement o f Position (PP&E
Accounting Proposal) to the Accounting Standards Executive Committee (AcSEC) o f the
American Institute o f Certified Public Accountants (AICPA).
Hawkeye is an electric cooperative in Iowa, providing electricity to approximately 6,200
consumers-owners in 5 counties. Since Hawkeye operates within the capital-intensive
electric utility industry, the PP&E Accounting Proposal would significantly impact
Hawkeye’s accounting policies.
Hawkeye is required to follow accounting requirements promulgated by the Rural
Utilities Service (RUS). The PP&E Accounting Proposal raises significant rate-making,
operational, and accounting concerns for Hawkeye. The most significant problem is the
accounting inconsistencies between this proposal and the RUS Uniform System o f
Accounts and attendant RUS regulations and interpretations (collectively, Electric
Cooperative Accounting Requirements). The PP&E Accounting Proposal and the
attendant detrimental impacts to Hawkeye include the following:
•

Electric Cooperative Accounting Requirements specify capitalization o f overheads in
support o f construction projects and permit capitalization o f an appropriate portion o f
administrative and general (A&G) costs. In addition, Electric Cooperative
Accounting Requirements specify capitalization o f preliminary investigation and
survey (PS&I) charges. The PP&E Accounting Proposal would prohibit
capitalization o f overheads, PS&I charges, and A&G costs.

HAWKEYE TRI-COUNTY ELECTRIC COOPERATIVE
HIGHWAY 9 EAST — P.O. BOX 90, CRESCO, IOWA 52136
Telephone: (319) 547-3801 • FAX: (319) 547-4033

Implementation o f these provisions would result in the unfavorable outcome o f
increased earnings volatility, as these overhead, PS&I charges, and A&G costs are
expensed, rather than capitalized. This accounting change would significantly impact
our financial viability for Hawkeye. Furthermore, from the standpoint o f rate-making
fairness, failure to capitalize these costs would inequitably shift the burden o f
collection o f these costs from customers using the plant asset over its useful life to
customers during the construction o f the plant asset.

•

Electric Cooperative Accounting Requirements prescribe use o f the group method o f
depreciation for plant assets. The PP&E Accounting Proposal would require use o f
depreciation accounting by component, defined as “a tangible part or portion o f
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life.” The PP&E Accounting Proposal generally
prohibits the use o f a group method o f depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation o f this provision would require administrative reorganization to
comply with the data collection requirements, as well as installation o f expensive
automated accounting systems. In addition, determination o f material differences
between the component and group accounting methods would require record-keeping
for both methods, adding significantly to plant record-keeping costs. The costs
involved upgrading automated systems and providing additional administrative
record-keeping and data input would be significant. For upgrading we would have
one-time cost for the software and we would have an annual cost for the record
keeping involved to maintain such records.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions o f mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in results o f operations in
the current accounting period. Implementation o f this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results o f operations. Our electricity rates would likely have to be raised to
provide for this increased uncertainty o f earnings.

HAWKEYE TRI-COUNTY ELECTRIC COOPERATIVE
HIGHWAY 9 EAST — P.O. BOX 90, CRESCO, IOWA 52136
Telephone: (319) 547-3801 • FAX: (319) 547-4033

•

Electric Cooperative Accounting Requirements generally recognize the cost o f
removal o f a plant asset over the useful life o f that asset, as a component o f the
depreciation rate. The PP&E Accounting Proposal would require that cost o f removal
be reflected in the results o f operations in the accounting period in which such cost
was incurred. Cost o f removal incurred over the past five years has averaged
$250,000.00. Implementation o f this provision would result in increased earnings
volatility, as cost o f removal is reflected in a single accounting period. Furthermore,
from the standpoint o f rate-making fairness, failure to recognize cost o f removal over
the asset’s life would inequitably shift the burden o f collection o f these costs from
customers using the plant asset to customers during the retirement o f the plant asset.

Each o f the above accounting inconsistencies poses operational problems for Hawkeye.
The detrimental impacts o f each item should be carefully considered and weighed against
any identifiable benefits before the AICPA AcSEC implements the attendant provision o f
the PP&E Accounting Proposal for electric utilities.
Hawkeye appreciates the opportunity to provide comments on the PP&E Accounting
Proposal and respectfully urges the AICPA AcSEC to consider our views. If you have
any questions on our comments, please feel free to contact Tom M iller at 563-547-3801.

Sincerely,

Peggy L. Berg, Controller
Hawkeye Tri-County Electric Cooperative
24049 State Highway 9
PO Box 90
Cresco, LA 52136

Exxon Mobil Corporation
5959 Las Colinas Boulevard
Irving, Texas 75039-2298

D.D. Humphreys
Vice President and Controller

E^onMobil
November 8, 2001

Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
AICPA
1211 Avenue o f the Americas
New York NY 10036-8775

Proposed Statement of Position - Accounting for Certain Costs and Activities
Related to Property, Plant, and Equipment
Dear Mr. Simon:
We are pleased to comment on the Exposure Draft (ED) o f the Proposed Statement of
Position entitled, Accounting fo r Certain Costs and Activities Related to Property Plant
and Equipment (SOP).
General Comments We question the need for a SOP concerning the detailed accounting for fixed assets. We
recognize that the SEC has expressed concern about the accounting for planned major
maintenance activities and there may be some issues regarding overhead allocation in the
real estate industry o f which we are not knowledgeable. However, we do not understand
the logic that AcSEC used to expand the scope o f these two narrowly focused areas into a
comprehensive set o f detailed rules on fixed asset accounting. AcSEC needs to better
explain the reason for the broad scope o f the ED.
We have decided to direct our comments to the requirements for component accounting
mainly because we believe that this is the area with the most potential for a reduction in
the ED's scope to bring it more in line with AcSEC’s mandate o f addressing specialized
industry accounting. We find the ED’s conclusions on component accounting to be most
confusing. On the one hand, AcSEC is proposing very prescriptive, detailed and costly
accounting. Yet, on the other hand, in paragraph A48, AcSEC acknowledges that
practices have developed and are acceptable that produce results not materially different
than component accounting. These mixed signals indicate to us that AcSEC itself is not
sure whether a standard on component accounting is required.

Mr. Marc Simon
AICPA

November 8,2001
Page 2

Comments related to Component Accounting -

ExxonMobil believes that guidance on component accounting is an unnecessary addition
to accounting standards and should be eliminated from the ED. Paragraphs 4 and 5 of the
background section provide AcSEC's reasons for addressing this issue. Paragraph 4 says
that; "In practice, composite life may not be determined with a high degree of precision,
and hence the composite life may not reflect the weighted average of the expected useful
lives of the asset's principal components." Paragraph 5 then continues that some entities
"capitalize replacement components of an asset without ascertaining the remaining
undepreciated book value of the replaced component and removing that amount from the
accounting records."
We find these to be inadequate reasons to support an expansion of AcSEC's scope and we
offer the following views:
•

Precision is relevant only to recording transactions, whereas asset life estimates
need to be as accurate as possible, but they will never be precise. The maintenance
of accurate books and records requires the precise recording of transactions and the
accurate making of estimates. Perhaps we are overemphasizing the importance of
AcSEC's use of the word precision, but we believe it denotes a perspective that
lacks appreciation for the use of judgment and for the importance of estimation in
the accounting process.

•

Many methods of estimating service lives and recording replacements and
depreciation have been used for many years without any ill effects on financial
reporting. These methods include the one cited above in paragraph 5 of the ED.
Obviously auditors have accepted these methods. They need to be applied
consistently and correctly, which is the responsibility of preparers working under
an effective system of internal control. We suspect that most companies have been
reasonably successful in reflecting the financial impacts of fixed asset replacements
and expected useful lives. AcSEC seems to acknowledge this in paragraph A48 so
we question what purpose the component accounting section of the ED is serving.
A quixotic mission of trying to correct the perceived misapplication of acceptable
methods of accounting should not be undertaken through the standard setting
process.

•

From a practical standpoint, we can envision many hours of discussion that will
deteriorate into the depths of minutiae in trying to determine the appropriate
components. Those decisions will then need to be implemented through costly
increases in data entry and potential changes to systems to capture information in a
different way from what once was, and should continue to be, acceptable. The
perfunctory acknowledgement to reason in paragraph A48 will then be forgotten as
the auditors descend upon their clients to review the changes. All of this to address
a problem that we do not believe exists.

Mr. Marc Simon
AICPA

November 8,2001
Page 3

In our opinion, AcSEC has an opportunity to demonstrate leadership and reason in the
standard setting process by eliminating the section on component accounting from the
ED. We hope it seizes this opportunity.

Very truly yours,

Donald D. Humphreys

Southern Iowa Electric
Cooperative, Inc.
P.O. Box 70
Bloomfield, IA 52537-0070
Telephone: 641-664-2277 • 800-607-2027

November 12, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement of Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Southern Iowa Electric Cooperative (SIEC) appreciates the opportunity to submit written
comments regarding the above-referenced Proposed Statement of Position (PP&E
Accounting Proposal) to the Accounting Standards Executive Committee (AcSEC) of the
American Institute of Certified Public Accountants (AICPA).
Southern Iowa Electric Cooperative is an electric cooperative in Iowa, providing
electricity to approximately 4200 consumers-owners in 4 counties. Since SIEC operates
within the capital-intensive electric utility industry, the PP&E Accounting Proposal
would significantly impact SIEC’s accounting policies.
Southern Iowa Electric Cooperative is required to follow accounting requirements
promulgated by the Rural Utilities Service (RUS). The PP&E Accounting Proposal raises
significant rate-making, operational, and accounting concerns for SIEC. The most
significant problem is the accounting inconsistencies between this proposal and the RUS
Uniform System of Accounts and attendant RUS regulations and interpretations
(collectively, Electric Cooperative Accounting Requirements). The PP&E Accounting
Proposal and the attendant detrimental impacts to SIEC include the following:
•

Electric Cooperative Accounting Requirements specify capitalization of overheads in
support of construction projects and permit capitalization of an appropriate portion of
administrative and general (A&G) costs. In addition, Electric Cooperative
Accounting Requirements specify capitalization of preliminary investigation and
survey (PS&I) charges. The PP&E Accounting Proposal would prohibit
capitalization of overheads, PS&I charges, and A&G costs.

Implementation of these provisions would result in the unfavorable outcome of
increased earnings volatility, as these overhead, PS&I charges, and A&G costs are
expensed, rather than capitalized. We estimate the impact to our financial
statements for these items to be approximately $190,000 on an annual basis.
Furthermore, from the standpoint of rate-making fairness, failure to capitalize these
costs would inequitably shift the burden of collection of these costs from customers
using the plant asset over its useful life to customers during the construction of the
plant asset.

•

Electric Cooperative Accounting Requirements prescribe use of the group method of
depreciation for plant assets. The PP&E Accounting Proposal would require use of
depreciation accounting by component, defined as “a tangible part or portion of
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life.” The PP&E Accounting Proposal generally
prohibits the use of a group method of depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation of this provision would require administrative reorganization to
comply with the data collection requirements, as well as installation of expensive
automated accounting systems. In addition, determination of material differences
between the component and group accounting methods would require record-keeping
for both methods, adding significantly to plant record-keeping costs.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions of mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in results of operations in
the current accounting period. Implementation of this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results of operations. Our electricity rates would likely have to be raised to
provide for this increased uncertainty of earnings.

•

Electric Cooperative Accounting Requirements generally recognize the cost of
removal of a plant asset over the useful life of that asset, as a component of the
depreciation rate. The PP&E Accounting Proposal would require that cost of removal
be reflected in the results of operations in the accounting period in which such cost
was incurred. Cost of removal incurred over the past five years has averaged
$124,000. Implementation of this provision would result in increased earnings
volatility, as cost of removal is reflected in a single accounting period. Furthermore,
from the standpoint of rate-making fairness, failure to recognize cost of removal over
the asset’s life would inequitably shift the burden of collection of these costs from
customers using the plant asset to customers during the retirement of the plant asset.

Each of the above accounting inconsistencies poses operational problems for SIEC. The
detrimental impacts of each item should be carefully considered and weighed against any
identifiable benefits before the AICPA AcSEC implements the attendant provision of the
PP&E Accounting Proposal for electric utilities.
Southern Iowa Electric Cooperative appreciates the opportunity to provide comments on
the PP&E Accounting Proposal and respectfully urges the AICPA AcSEC to consider our
views. If you have any questions on our comments, please feel free to contact Tami
Weilbrenner at 641-664-2277.

Les Teel
General Manager

November 7, 2001

Cinergy Corp.
139 East Fourth Street
Rm 202A
P.O. Box 960
Cincinnati, OH 45201-0960
Tel 513.287.2090
Fax 513.287.4011
B ernard F. R oberts

Mr. Marc Simon
Technical Manager
Accounting Standards
File 4210.CC
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Vice President and Comptroller

C iner g y .

Dear Mr. Simon:
Re:

Exposure Draft of the Proposed Statement of Position Accounting for Certain Costs and
Activities Related to Property, Plant and Equipment

Cinergy (NYSE: CIN) is a public utility holding company with regulated operations in Ohio, Indiana and
Kentucky serving approximately 1.5 million electric and 500,000 gas customers. We also have nonregulated operations in the United States and several foreign countries. The Company’s net property,
plant and equipment, much of which is self-constructed, has a carrying value of approximately $8 billion.
Prior to discussing our detailed comments, we want to review certain general concerns. First, we are
troubled by the broad nature of this project. While AcSEC has at times issued guidance on issues that are
not industry specific (e.g., SOP’s 98-1 and 98-5), rarely have projects this broad in scope and affecting so
many different industries been addressed by AcSEC. We feel that this is a complex topic requiring much
deliberation and that the FASB is a more appropriate forum for this. Second, the requirements of this
proposal would be a dramatic change for rate-regulated companies that apply SFAS 71, Accounting for
the Effects of Certain Types of Regulation. Rate-regulated companies generally follow the Federal
Energy Regulatory Commission’s Uniform System of Accounts which prescribes significantly different
accounting for PP&E including: (a) capitalization of overheads, (b) use of mass property accounting, and
(c) accrual of costs of removal. We support the Edison Electric Institute’s request that rate-regulated
utilities be exempted from the requirements of this proposal for the same reasons they have enumerated.
Our comments on selected issues identified in the exposure draft are presented below.
Issue 2: The guidance in this proposed SOP is presented in terms o f a project stage or time line
framework and on the basis o f the kinds o f activities performed during the stages defined in the proposed
SOP rather than on whether an expenditure fits into certain classification categories such as ordinary
repairs and maintenance, "extraordinary" repairs and maintenance, replacements, betterments,
additions, redevelopments, renovations, rehabilitations, retrofits, rearrangements, refurbishments, and
reinstallations. Do you agree with that approach? I f not, what alternative would you propose and why?
Issue 3: Paragraph 16 o f the proposed SOP states that the preliminary stage ends and the preacquisition
stage begins when the acquisition o f specific property, plant, and equipment (PP&E) is considered
probable. Paragraph 22 o f the proposed SOP states that, other than the costs o f options to acquire
PP&E, all costs incurred during the preliminary stage should be charged to expense as incurred. Do you
agree with that conclusion? I f not, how would you propose to modify the guidance and why?
Generally, we agree with the project stage or time line framework on the basis of the kinds of activities
performed during the stages defined in the SOP and believe it adds consistency with other standards.

We disagree with the requirement that “specific” property, plant and equipment be probable of acquisition
in order for the preliminary stage to end and the preacquisition stage to begin. For significant asset
acquisitions in our industry, incremental direct costs are often incurred once it is probable that an asset
will be acquired, whether or not a “specific” asset has been chosen. For example, the approvals and
financing required to acquire and install a turbine at a specific generating station may be completed (i.e.,
acquisition is probable) and costs incurred for that acquisition before a “specific” type of turbine is
selected. In accordance with the SOP, these costs would not be capitalizable until the specific turbine is
selected, although they directly relate to the asset acquisition. We propose that the SOP be modified to
exclude the term “specific”. To the extent that AcSEC believes the exclusion of the word “specific”
provides too broad a definition, we would advocate that the preliminary stage end even when the specific
equipment is known or the entity is deciding between “similar productive assets”. The term “similar
productive assets” used consistent with the discussions in EITF 01-2, Interpretations of APB 29.
Issue 4: The proposed SOP states that PP&E-related costs incurred during the preacquisition,
acquisition-or-construction, and in-service stages should be charged to expense unless the costs are
directly identifiable with the specific PP&E. Directly identifiable costs include only (a) incremental direct
costs incurred with independent third parties for the specific PP&E, (b) employee payroll and payroll
benefit-related costs related to time spent on specified activities performed by the entity during those
stages, (c) depreciation o f machinery and equipment used directly in the construction or installation o f
PP&E and incremental costs directly associated with the utilization o f that machinery and equipment
during the acquisition-or-construction stage, and (d) inventory (including spare parts) used directly in
the construction or installation o f PP&E. All general and administrative and overhead costs incurred,
including all costs o f support functions, should be charged to expense. See paragraphs 24, 25, 29, and 30.
Do you agree with those conclusions? I f not, what alternatives would you propose and why?
The proposed guidance attempts to define costs that are not directly related to a proj ct. In our view,
defining an all inclusive list of the types of costs “directly identifiable with the specific PP&E” would be
virtually impossible given the broad spectrum of construction activities. We believe a better way to
define a cost is by its relationship to a project rather than by the type of cost (i.e., general and
administrative). Given the nature of our industry, construction is an accepted and very significant part of
annual expenditures; accordingly, several functions within our Company would diminish considerably
absent construction activities. For example, while it may be difficult for someone in our accounts payable
department to directly charge a specific job, a significant portion of their time relates to construction
activities. The reason for not directly charging an employee’s time is a function of efficiency (i.e., one
clerk may process hundreds of invoices a day) and is not indicative of the lack of a relationship between a
department and construction activities. We consider such costs incremental and would advocate that
companies be allowed to perform cost studies to allocate such incremental costs to construction activities.
We recognize that companies that only occasionally construct assets would not capitalize these costs;
however, we feel that including G&A costs and other overheads in construction, based on a detailed cost
study, is well within the definition of historical cost accounting.
We believe that following the approach described above would also eliminate the discrepancy created by
paragraph 26 that permits general, administrative and overhead costs to be capitalized if they are
incremental and incurred by a third party. Without modification of this approach, companies that make
the decision to self-construct assets would reflect financial results which are not comparable to those who
outsource the construction function even though total expenditures may be comparable.
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To the extent that AcSEC retains the requirement to expense these costs, we believe some additional
clarification is needed. Many of these costs are properly capitalized under SFAS 71, Accounting for the
Effects of Certain Types of Regulation. SFAS 71 requires costs to be capitalized if regulation provides
assurance that incurred costs will be recovered. For regulated utilities, costs are approved for recovery by
state regulatory commissions that govern the utility’s operating territory. SFAS 71 would normally
require that a regulatory asset be created for costs that are not capitalizable under GAAP (absent FAS 71)
but for which we have probable regulatory recovery. This regulatory asset would be separate and distinct
from the PP&E balance. We believe that segregating these costs from PP&E would be confusing to both
regulators and users of our financial statements. In addition, utilities generally have significant
construction expenditures, most of which are growing due to environmental requirements and the need for
new generation and transmission. Utilities use hundreds of employees in various facets of the
construction process including: engineering, surveying, planning, constructing, and fixed asset
accounting. Requiring certain costs to be recorded as regulatory assets and others as PP&E, both relating
to the same project, will create a significant administrative burden. We believe that entities still applying
SFAS 71 should be able to record such costs in PP&E rather than a regulatory asset. We realize this
change may be outside the scope of AcSEC and further illustrates why this project may be more
appropriately placed on the FASB’s agenda.
Issue 5: Paragraph 32 o f the proposed SOP states that fo r real estate that is not being used in operations,
costs ofproperty taxes, insurance, and ground rentals should be capitalized, to the extent o f the portion o f
the property that is under development, during the time that activities that are necessary to get the asset
ready for its intended use are in progress. Do you agree with that conclusion? I f not, what alternative
would you propose and why?
We agree with this conclusion, but see no reason that this should be limited to real estate. We propose
that personal property for which these types of costs are incurred, be included in the discussion in
paragraph 32. To the extent that AcSEC feels this is adequately covered in existing literature, which we
do not feel that it is, we propose that the term “real estate” be defined consistent with its use in FIN 43,
Real Estate Sales and EITF 00-13, Determining Whether Equipment is “Integral Equipment” Subject to
FASB Statements No. 66 and No. 98.
Issue 7: Paragraph 39 o f the proposed SOP states that costs o f removal, except for certain limited
situation demolition costs, should be charged to expense as incurred. Do you agree with that conclusion?
I f not, what alternative would you propose and why?
The SOP does not indicate its interaction with the guidance required by SFAS 143, Asset Retirement
Obligations. The SOP requires costs of removal to be expensed as incurred, but SFAS 143 requires an
asset retirement obligation meeting certain criteria to be recognized upon the occurrence of an obligating
event. The SOP should clarify its interaction with SFAS 143.
Issue 12: Paragraphs 49 through 56 o f the proposed SOP discuss component accounting and state that if
a component has an expected useful life that differs from the expected useful life o f the PP&E asset to
which it relates, the component should be accountedfor separately and depreciated or amortized over its
separate expected useful life. Do you agree with this approach to accountingfo r PP&E? I f not, what
alternative would you propose and why?
We agree with the concept being proposed, however, its implementation would be extremely burdensome
to capital-intensive industries with large pools of homogenous items. For example, our generating
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stations consist of thousands of sub-components. The only practical way to compute depreciation is
through mass property accounting which groups together large pools of similar assets and depreciates
them using a composite rate. The calculation of this composite rate is done through time-tested studies
that incorporate probabilities, future trends, and historical experience. We believe, as discussed in more
detail in our comments to Issue 14, that use of the composite method and mass property accounting is
superior to component accounting when large-scale assets are involved, due to significantly less cost and
comparable results.
Issue 13: Paragraphs 38 and 51 o f the proposed SOP state that when existing PP&E is replaced or
otherwise removedfrom service and the replacement is capitalized, the net book value o f the replaced
PP&E should be charged to depreciation expense in the period o f replacement. Do you agree with this
approach? I f not, what alternative would you propose and why?
The use of mass property accounting would make the requirement of these paragraphs difficult for many
of the same reasons discussed in Issue 12. When the composite method is used, detailed net book values
are not available for individual assets. As such, expensing the replaced PP&E is impracticable.
Issue 14: The proposed SOP requires the use o f component accounting to depreciate identified
components over their respective expected useful lives. As noted in paragraph A48 o f the proposed SOP,
entities have developed and utilized various conventions to depreciate assets, including group
depreciation or use o f composite lives. Those conventions are acceptable only if they result in
approximately the same gross PP&E, depreciation expense, accumulated depreciation, and gains or
losses on disposals o f PP&E as the component accounting method required by this proposed SOP. Do
you agree with this approach? I f not, what alternative would you propose and why?
The composite method of accounting is a rational, time-tested method. Our regulatory commissions
require this method of accounting for rate determination. We perform periodic, detailed depreciation
studies to determine the appropriateness of the estimated service lives and the resulting depreciation rates
being used. These studies consider actual experience, retirement probabilities, and expected future trends.
We believe the use of these studies can provide superior results to a judgmental selection of lives for
individual components given the incorporation of historical retirements and the rigor to the study.
We believe proving that the results of composite life methodology are similar to the component
methodology would be extremely burdensome and not cost beneficial. Given the nature of our PP&E, we
believe component accounting would result in increasing an already immense volume of records,
resulting in additional costs, without improving financial reporting. We continue to believe that the
composite method of accounting is viable and should be permitted by the SOP for companies that have
extremely large amounts of records, and those companies should not be required to prove that this method
is similar to the component method so long as detailed depreciation studies are used to calculate the
composite rates to be used. While we understand AcSEC’s desire to require proof of comparability of the
two methods, it is our belief that these studies should serve as a reasonable proxy to the proof implied in
paragraph A48.
We appreciate the opportunity to comment on this proposed guidance.
Sincerely,
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Lyon-Coffey Electric
Cooperative, Inc.
November 14, 2001

1013 N. 4th
P.O. Box 229
Burlington, KS 66839
Phone: (620) 364-2116
1-800-748-7395
Fax: (620) 364-5122
DISTRICT OFFICE
P.O. Box 964
Emporia, KS 66801
Phone: (620) 342-0553
Bus. Hours Fax: (620) 342-1619

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Lyon-Coffey Electric Cooperative Inc., appreciates the opportunity to submit written
comments regarding the above-referenced Proposed Statement o f Position (PP&E
Accounting Proposal) to the Accounting Standards Executive Committee (AcSEC) o f the
American Institute o f Certified Public Accountants (AICPA).
Lyon-Coffey Electric is an electric cooperative in the state o f Kansas, providing
electricity to approximately 4915 consumers-owners in 9 counties. Since we operate
within the capital-intensive electric utility industry, the PP&E Accounting Proposal
would significantly and negatively impact Lyon-Coffey Electric’s accounting policies
and administrative costs. Over the past three years, additions to our total utility plant
have averaged $1,171,651 annually. During this same period, yearly reported patronage
capital (margins) has averaged $681,362. We conservatively estimate that, if adopted,
this PP&E proposal could decrease these margins by at least 94.4%. Resultant electric
rates to our consumers would have to be increased substantially to cover the incremental
costs associated with this proposal and to protect our financial integrity and credit rating.
Lyon-Coffey Electric is required to follow accounting requirements promulgated by the
Rural Utilities Service (RUS). The PP&E Accounting Proposal raises significant
ratemaking, operational, and accounting concerns for Lyon-Coffey Electric. The most
significant o f these concerns arise due to accounting inconsistencies between this
proposal and the RUS Uniform System o f Accounts and attendant RUS regulations and
interpretations (collectively, Electric Cooperative Accounting Requirements). The PP&E
Accounting Proposal and the attendant detrimental impacts to Lyon-Coffey Electric
include the following:

A Touchstone Energy® Partner

•

Electric Cooperative Accounting Requirements specify capitalization of overheads in
support of construction projects and permit capitalization of an appropriate portion of
administrative and general (A&G) costs.
In addition, Electric Cooperative
Accounting Requirements specify capitalization of preliminary investigation and
survey (PI&S) charges.
The PP&E Accounting Proposal would prohibit
capitalization of overheads, PI&S charges, and A&G costs.
Implementation of these provisions would dramatically increase earnings volatility, as
these overhead, PI&S charges, and A&G costs would be expensed, rather than
capitalized as they are today. We estimate that the annual financial impact of these
items would decrease our margins by at least $132,889 annually or more, depending
upon the extent of the capital restrictions ultimately imposed. Furthermore, from the
standpoint o f rate-making fairness, failure to capitalize these costs would inequitably
shift the burden of collection of these costs from customers using the plant asset over
its useful life to existing customers at the time the plant asset is constructed.

•

Electric Cooperative Accounting Requirements prescribe the use of the group method
of depreciation for plant assets. The PP&E Accounting Proposal would require use of
depreciation accounting by component, defined as “a tangible part or portion of
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life”. The PP&E Accounting Proposal generally
prohibits the use of a group method of depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation of this provision would require administrative reorganization to
comply with the data collection requirements, as well as expensive new automated
accounting systems -- or at a minimum, significant upgrades to existing software. In
addition, determination of material differences between the component and group
accounting methods would require record keeping for both methods, adding
significantly to plant record-keeping costs, as well as audit costs. The estimated costs
to upgrade automated systems and provide additional administrative record-keeping
and data input is projected to add at least $50,000 in one-time costs and will
conservatively exceed $642,931 on an annual basis thereafter. If adopted, our
staffing costs are projected to increase by at least $147,564 annually, or more than
25%, to support the extra administrative and reporting burdens of this requirement.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions of mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in the results of operations
in the current accounting period. Implementation of this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results of operations. Annual gains / (losses) closed to the accumulated
depreciation account over the past three years have averaged $141,227. Electricity

rates would likely require significant upward adjustment to provide for this increased
uncertainty of earnings.
•

Electric Cooperative Accounting Requirements generally recognize the cost of
removal o f a plant asset over the useful life o f that asset, as a component of the
depreciation rate. The PP&E Accounting Proposal would require that cost of removal
be reflected in the results of operations in the accounting period in which such cost
was incurred. Removal costs we’ve incurred over the past three years have averaged
$221,252 annually. Implementation of this provision would result in increased
earnings volatility, as cost of removal would be reflected in a single accounting
period. Furthermore, from the standpoint of ratemaking fairness, failure to recognize
cost of removal over the asset’s life would inequitably shift the burden of collection
of these costs from customers using the plant asset to customers during the retirement
of the plant asset.

Each of the above accounting inconsistencies pose operational problems and create
significant administrative burdens for Lyon-Coffey Electric that will dramatically raise
the cost of electricity our rural member owners. The detrimental impacts of each item
should be carefully considered and weighed against any identifiable benefits before the
AICPA AcSEC implements the attendant provision of the PP&E Accounting Proposal for
electric utilities. Further, we recommend that any and all decisions and changes
impacting PP&E be closely coordinated in advance with RUS and all other federal and
state governmental authorities regulating electric cooperatives and the electric industry.
Lyon-Coffey Electric Cooperative, Inc. appreciates the opportunity to provide comments
on the PP&E Accounting Proposal and respectfully urges the AICPA AcSEC to consider
its views. If questions arise concerning these comments, please feel free to contact me at
620/364-5121, during business hours.

Lyon-Coffey Electric
Cooperative, Inc.
November 14, 2001
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Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement of Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Lyon-Coffey Electric Cooperative Inc., appreciates the opportunity to submit written
comments regarding the above-referenced Proposed Statement of Position (PP&E
Accounting Proposal) to the Accounting Standards Executive Committee (AcSEC) of the
American Institute of Certified Public Accountants (AICPA).
Lyon-Coffey Electric is an electric cooperative in the state of Kansas, providing
electricity to approximately 4915 consumers-owners in 9 counties. Since we operate
within the capital-intensive electric utility industry, the PP&E Accounting Proposal
would significantly and negatively impact Lyon-Coffey Electric’s accounting policies
and administrative costs. Over the past three years, additions to our total utility plant
have averaged $1,171,651 annually. During this same period, yearly reported patronage
capital (margins) has averaged $681,362. We conservatively estimate that, if adopted,
this PP&E proposal could decrease these margins by at least 94.4%. Resultant electric
rates to our consumers would have to be increased substantially to cover the incremental
costs associated with this proposal and to protect our financial integrity and credit rating.
Lyon-Coffey Electric is required to follow accounting requirements promulgated by the
Rural Utilities Service (RUS). The PP&E Accounting Proposal raises significant
ratemaking, operational, and accounting concerns for Lyon-Coffey Electric. The most
significant of these concerns arise due to accounting inconsistencies between this
proposal and the RUS Uniform System of Accounts and attendant RUS regulations and
interpretations (collectively, Electric Cooperative Accounting Requirements). The PP&E
Accounting Proposal and the attendant detrimental impacts to Lyon-Coffey Electric
include the following:
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•

Electric Cooperative Accounting Requirements specify capitalization of overheads in
support of construction projects and permit capitalization of an appropriate portion of
administrative and general (A&G) costs.
In addition, Electric Cooperative
Accounting Requirements specify capitalization of preliminary investigation and
survey (PI&S) charges.
The PP&E Accounting Proposal would prohibit
capitalization of overheads, PI&S charges, and A&G costs.
Implementation of these provisions would dramatically increase earnings volatility, as
these overhead, PI&S charges, and A&G costs would be expensed, rather than
capitalized as they are today. We estimate that the annual financial impact of these
items would decrease our margins by at least $132,889 annually or more, depending
upon the extent of the capital restrictions ultimately imposed. Furthermore, from the
standpoint of rate-making fairness, failure to capitalize these costs would inequitably
shift the burden of collection of these costs from customers using the plant asset over
its useful life to existing customers at the time the plant asset is constructed.

•

Electric Cooperative Accounting Requirements prescribe the use of the group method
of depreciation for plant assets. The PP&E Accounting Proposal would require use of
depreciation accounting by component, defined as “a tangible part or portion of
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life”. The PP&E Accounting Proposal generally
prohibits the use of a group method of depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation of this provision would require administrative reorganization to
comply with the data collection requirements, as well as expensive new automated
accounting systems -- or at a minimum, significant upgrades to existing software. In
addition, determination o f material differences between the component and group
accounting methods would require record keeping for both methods, adding
significantly to plant record-keeping costs, as well as audit costs. The estimated costs
to upgrade automated systems and provide additional administrative record-keeping
and data input is projected to add at least $50,000 in one-time costs and will
conservatively exceed $642,931 on an annual basis thereafter. If adopted, our
staffing costs are projected to increase by at least $147,564 annually, or more than
25%, to support the extra administrative and reporting burdens of this requirement.
Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions of mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposa] would require t|iat gains pnd |ossps be reflected in the results of operations
in the current accounting period. Implementation of this provision would result in
increased earnings volatility, as gains and
lossesonplant disposition are reflected in
the current results of operations. annual gains / (losses) closed to the accumulated
depreciation account over the past threeyears have averaged $141,227. Electricity

rates would likely require significant upward adjustment to provide for this increased
uncertainty of earnings.
•

Electric Cooperative Accounting Requirements generally recognize the cost of
removal of a plant asset over the useful life o f that asset, as a component o f the
depreciation rate. The PP&E Accounting Proposal would require that cost of removal
be reflected in the results of operations in the accounting period in which such cost
was incurred. Removal costs we’ve incurred over the past three years have averaged
$221,252 annually. Implementation of this provision would result in increased
earnings volatility, as cost of removal would be reflected in a single accounting
period. Furthermore, from the standpoint of ratemaking fairness, failure to recognize
cost of removal over the asset’s life would inequitably shift the burden of collection
of these costs from customers using the plant asset to customers during the retirement
of the plant asset.

Each of the above accounting inconsistencies pose operational problems and create
significant administrative burdens for Lyon-Coffey Electric that will dramatically raise
the cost of electricity our rural member owners. The detrimental impacts of each item
should be carefully considered and weighed against any identifiable benefits before the
AICPA AcSEC implements the attendant provision of the PP&E Accounting Proposal for
electric utilities. Further, we recommend that any and all decisions and changes
impacting PP&E be closely coordinated in advance with RUS and all other federal and
state governmental authorities regulating electric cooperatives and the electric industry.
Lyon-Coffey Electric Cooperative, Inc. appreciates the opportunity to provide comments
on the PP&E Accounting Proposal and respectfully urges the AICPA AcSEC to consider
its views. If questions arise concerning these comments, please feel free to contact me at
620/364-5121, during business hours.

Arden Lauxmair
Director of Finance and/Administration
Lyon-Coffey Electric Cooperative, Inc.
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Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Dear Mr. Simon:
The New York State Department o f Public Service (NYDPS) appreciates the opportunity
to comment on the proposed Statement o f Position (SOP), “Accounting for Certain Costs and
Activities Related to Property, Plant, and Equipment” (P,P and E) as prepared by the Accounting
Standards Executive Committee (AcSEC). The NYDPS is the state governmental entity that
regulates electric, gas, telephone, and steam utilities in New York State. Among other things,
our regulatory authority includes control o f the pricing o f utility services and the ability to
prescribe the accounting systems utilities use in the recording o f financial transactions.
NYDPS strongly opposes the explicit requirement contained in the Scope (paragraph 8)
o f the SOP that its provisions apply to regulated entities. The Financial Accounting Standards
Board (FASB) acknowledged the unique nature o f regulated industries with the issuance o f FAS
71 Accounting fo r the Effects o f Certain Types o f Regulation. This statement recognizes that rate
regulated enterprises can be required to observe accounting practices for rate-making purposes
that deviate from Generally Accepted Accounting Principles (GAAP) followed by enterprises in
general. These differences generally relate to the timing o f recognition o f certain costs and
revenues. A major tenet o f rate regulations is to match costs and related revenues. Certain
provisions o f the SOP would compromise regulators’ ability to accomplish this financial
symmetry that is an important tool to achieving regulatory goals.
FAS 71 did not release regulated enterprises from complying with existing or future
authoritative accounting pronouncements. However, when conflict arises between an
authoritative accounting pronouncement and FAS 71, a regulated enterprise may apply the

provision o f FAS 71 instead o f the conflicting pronouncement. The explicit requirement that the
SOP will apply to regulated entities negates the flexibility afforded regulators under FAS 71.
Such accounting flexibility is needed to effectuate complex rate making provisions and to
establish utility pricing levels that are designed to achieve various regulatory, competitive and
economic objectives.
NYDPS believes that there are several aspects o f the SOP as currently drafted that are in
conflict with long standing regulatory accounting rules. Regulated utilities are required to follow
accounting provisions prescribed by both State and Federal regulatory bodies that by design
promote stability in pricing o f utility services and utility earnings. Requiring these entities to
capitalize and depreciate P, P and E in a manner that is in direct conflict with regulatory
accounting practice will add complexities and costs that are not warranted. Due to the vast
number o f assets/depreciation units comprising utility systems, component accounting and
component-based depreciation are impractical. For example, Niagara Mohawk Power
Corporation currently has over 1.5 million utility poles in service in New York State. Producing
the level o f accounting detail prescribed by the SOP will increase administrative costs
substantially. Such cost increases would ultimately be borne by consumers. Therefore, NYDPS
believes that regulated utilities should be exempt from at least those provisions o f the SOP that
are in conflict with current regulatory accounting practice. N YDPS’s concerns can be
adequately addressed simply by removing the explicit requirement that the SOP is applicable to
regulated entities.
Background
Public utilities, primarily due to the monopolistic environment in which they operate,
have the statutory burden o f providing adequate service to its customers at just and reasonable
rates. To assure just and reasonable rates, utilities are subject to rate regulation. The objective o f
rate-making is to determine the total amount o f revenue a utility must generate from its
operations to cover the reasonable expenses o f providing safe, reliable and adequate service as
well as earn a return on utility investment.
The accounting profession has long recognized that there may be differences in the
application o f GAAP between regulated and non-regulated enterprises. The differences
generally related to the timing o f recognition o f certain revenue and cost elements. The FASB,
with the issuance o f FAS 71, formally recognized that regulation may create different
circumstances that require different accounting. There are instances in which regulators allow
revenue recovery o f cost either before or after the costs are actually incurred. If the regulator
provides assurance that future recovery o f cost incurred is probable, FAS 71 allows the regulated
entity to capitalize those costs in the form o f a ‘regulatory asset’. Likewise, when current
recovery is provided for costs expected to be incurred in the future, FAS 71 allows those
revenues to be recorded as a ‘regulatory liability’.
Under the individual cost-of-service rate-making employed in most states there exists a
cause and effect relationship between allowed costs and revenues. It is essential, therefore, that
costs be charged to expense in the same period in which the related revenues are realized. If the
accounting does not reflect this matching, earnings will fluctuate in a manner that does not
reflect economic facts as they occur. This mismatch can hamper achieving regulatory objectives
over long-term rate periods. Long-term rate periods, where rates are set at a level for up to five
years, are the norm for rate regulated entities. During these periods regulated entities are banned
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from rate changes and the use o f deferral accounting is an essential tool for matching rates with
unexpected material changes in costs or revenues. This accounting helps achieve the financial
results targeted by the regulator in the rate-setting process. The ability to achieve intended
financial results helps the regulatory achieve various objectives such as, rate stability, advancing
a competitive agenda, maintaining financial ratios, etc.
Our Interest in Financial Statements o f Companies We Regulate
Regulatory agencies are in a unique position relative to the financial statements o f the
entities they regulate. Our interest may be considered unique because we prescribe uniform
systems o f accounts for each industry we regulate. The primary concern o f a regulatory agency
is to assure safe, reliable, adequate, and reasonably priced service. In industries as capital
intensive as those we regulate, that kind o f service usually requires constant and large capital
expenditures for construction and, therefore, significant external financing. Access to capital
markets can only be achieved if a utility can demonstrate that it will satisfy the requirements o f
the investor. How transactions are presented in financial statements can have a very significant
effect on whether requirements for financing are met and under what terms and conditions.
Investor confusion may result if material costs are treated differently for financial accounting
purposes than for rate-making purposes (for example, if a cost is considered an asset for rate
making and is expensed for accounting). It is very important to the NYDPS that financial
accounting follow its rate-making.
Conflict with Current Accounting Practices.
The NYDPS will not attempted to identify every aspect o f the SOP that is in conflict with
current regulatory accounting practices. Rather, we provide a few illustrative examples were
conflict would exist if the SOP were adopted as currently drafted.

Example 1 - Cost o f Removal
The SOP states that cost o f removal (COR) should be charged to expense as incurred.
Regulated utilities generally accrue cost o f removal as a component o f depreciation over the
useful life o f the related asset. The underling concept is to recognize the entire cost (including
cost o f removal) o f an asset over its useful life. Through standards such as SFAS No. 106
“Em ployers’Accounting fo r Postretirement Benefits Other Than Pensions” (OPEB’s)
accounting precedent exists for current recognition o f future costs. SFAS No. 106 requires
enterprises to estimate the future cost o f promised OPEB’s and to recognize those costs on their
financial statements over the working lives o f their employees. From a rate-making perspective,
if customers benefit from the use o f an asset, then those customers should pay a pro rata share o f
the entire cost o f the asset.
The SOP would require immediate expense recognition o f COR after an asset has
reached the end o f its useful life. If rate-making followed this practice, future customers would
be required to pay for costs related to a retired asset from which benefits can no longer be
derived. Under this approach it is entirely possible for certain customers to be required to pay
cost related to an asset from which no benefit was ever received.
COR can be a significant cost related to an asset particularly in the electric industry due
to increasingly more stringent environmental regulations. The accrual o f COR over the useful
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life of an asset spreads its effect over a number o f accounting periods. By spreading the cost o f
COR over the related asset’s useful life, rate stability can be achieved. The cost is matched
against the benefit(s) produced by the asset. Additionally, customers receiving service from the
asset are charged the entire costs related to the asset rather than burdening future customers with
costs related to an asset that may never have served them.

Example 2 - Component Accounting
Current regulatory accounting practices contain many o f the underlying concepts of
component accounting. However, due to the vast number o f utility P,P and E assets, certain
aspects o f component accounting are not feasible for regulated utilities. The component-based
depreciation prescribed in the SOP is significantly more detailed than current and longstanding
mass asset depreciation practices o f public utilities. Implementation o f these provisions would
add to utility administrative costs without significant corresponding benefits.
The group depreciation concept has been an integral part o f utility depreciation
accounting practice for many years. Due to the millions o f relatively low cost assets comprising
a utility system (poles, wires, pipes, meters etc.), no attempt is made to keep track o f the
depreciation applicable to individual items o f property. This “group accounting” is efficient,
simple, and produces a reasonable result. Each depreciable property group has an “average” life,
and for accounting purposes every item is assumed to be fully depreciated at retirement.
Accordingly, no gain or loss is recognized on the retirement o f an individual asset. The average
life, which is based on average mortality, implicitly recognizes that some items within the group
have shorter lives and others longer. The use o f group depreciation requires periodic
depreciation studies to determine the mortality characteristics o f the various groups. Such
studies have traditionally been incorporated in the entities general rate review.
NYDPS acknowledges that the SOP permits group depreciation and use o f composite
lives as acceptable conventions if it can be demonstrated that they result in approximately the
same gross P, P and E, depreciation expense, accumulated depreciation, and gains or losses on
disposals o f P, P and E. However, such a demonstration could be a costly task and may not be
possible given that there are fundamental differences between mass asset accounting and the
component accounting prescribed in the SOP. For example, as noted above, under mass asset
accounting no gain or loss is recognized when a unit is retired. The original cost o f the retired
unit is credited to plant in service and debited to accumulated depreciation.
Group depreciation is a reasoned and time-tested accounting approach for large groups o f
similar assets that regulated utilities should continue to be permitted to employ.

Example 3 - Accountingfo r Major Maintenance
Paragraph 45 o f the SOP prohibits the following alternative accounting approaches for
planned major maintenance activities: 1) Accrual o f a liability, prior to actual costs being
incurred, for the estimated cost o f a planned major maintenance activity, 2) Deferral and
amortization o f the entire cost o f a planned major maintenance activity, and 3) Current
recognition o f additional depreciation or amortization to cover the future cost o f a planned major
maintenance activity (the “built-in overhaul” method). Regulators have on occasion utilized
these approaches to spread the impact o f material costs in the interest o f rate stability. The
NYDPS believes that accounting approaches that recognize costs over periods benefited are
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consistent with the matching principle o f accounting and should continue to be permitted. In
particular, the deferral and amortization approach is a valuable tool to the regulator. By
spreading the cost o f a planned major maintenance project over a number o f accounting periods
the seesaw effect on rates can be eliminated. Moreover, the period over which income is
enhanced, presumably because o f the major maintenance project, could reasonably be allocated a
portion o f the expense to match the cost burden with the benefit. Again, such matching and cost
spreading can be an effective and essential regulatory tool that assists regulators in achieving
certain objectives. If the regulatory body provides reasonable assurance that the incurred cost of
a maintenance project will be recoverable in the future, then the regulated entity should continue
to be permitted to capitalize the costs consistent with SFAS 71.

Sincerely,

/

Charles M. Dickson
Director o f Accounting and Finance
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Utah Rural Electric Association
10714 South Jordan Gateway
South Jordan, Utah 84095
(801) 619-6550
A Touchstone Energy”Cooperative

Dixie Escalante REA Flowell Electric Garkane Energy Moon Lake Electric Wells Rural ElectricBridger
Valley Electric Empire Electric Mt. Wheeler Power Raft River Electric
Deseret Generation & Transmission

November 12, 2001

Mr. Marc Simon
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Simon:
The Utah Rural Electric Association (UREA) is pleased to respond to the proposed
statement of position "Accountingfo r Certain Costs and Activities Related to Property, Plant
and Equipment" put forth by the American Institute of Certified Public Accountants (AICPA).
After reviewing the proposal we conclude the effect on Utah’s electric cooperative
members (customers), and utility ratepayers in general, would be detrimental. We base our
conclusion primarily on the way in which the proposal shifts the cost of long-term benefits from
utility plant, property and equipment to current customers. We note three specific issues as they
relate to the capital-intensive nature of the electric utility industry:
1- The proposal prohibits the capitalization of overheads.
Historically this methodology has been very successful in allowing rural electric
cooperatives to allocate project costs to customers over the useful life of the asset.
Typically power lines and electrical plant are built with an expected life of 30 to 50 years.
Moreover, utility plant expansion must be carefully planned with considerable attention
given to the ability to meet future load growth. Under the AICPA proposal, customers at
the utility during the construction phase would be burdened with construction costs while
customers coming on the system in future years reap the benefits.
2- The proposal requires that costs of removal be reflected in the accounting period in
which such cost was incurred.
Failing to recognize the cost of removal over the asset’s life shifts the burden of collection
of these costs from customers using the plant asset to customers in existence during the
retirement of the plant asset.

3- The proposal would require that costs associated with major planned maintenance be
expensed as incurred.
Similar to the aforementioned issues, current customers would pay for maintenance
projects that are designed for the long-term and will benefit ratepayers for years in the
future.
In addition to our concerns with shifting the costs of long-term benefits to existing
ratepayers, we also note that the proposal requires the use of component accounting. Converting
record keeping systems to track components instead of groups will add significantly to the cost
of record keeping, both in terms of hardware/software requirements and human resources needed
to administer such a program.
While the proposal may be beneficial to certain industries, the impact to our electric
cooperatives, and we believe to utilities in general, will ultimately be reflected in higher rates for
customers. The AICPA proposal, we believe, should not overturn long-standing accounting
practices that have worked well for electric utilities. Prior to implementing such a massive shift
in accounting policy, the matter should be studied closely by state regulatory agencies to provide
thoughtful assessment of the costs and benefits to utility ratepayers.
We appreciate the opportunity to respond to the proposal and look forward to continuing
dialogue on this important matter before any changes are adopted.

Executive Director

Deseret
g e n e r a t io n

& T r a n s m i s s i o n C o - o p e r a t iv e

10714 So. Jordan Gateway, Suite 300, So. Jordan, UT. 84095
801 -619-6500 • Fax 801 -619-6599

November 12, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re: Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment.”
Dear Mr. Simon:
Deseret Generation and Transmission Cooperative (Deseret) is a member-owned,
regional electrical cooperative providing power to over 38,000 member/owners in six
member systems throughout Utah, Wyoming, Colorado, Nevada and Arizona. In
addition, we sell power on a long and short-term basis to utilities as far away as Southern
California as well as those in the Rocky Mountain Region.
Deseret appreciates the opportunity to voice our concerns to the above referenced
Proposed Statement of Position (SOP). The utility industry is unique because it is very
capital-intensive and involves business cycles that may span several years all while trying
to maintain rates that are not volatile.
The electric utilities follow a Uniform System o f Accounts and receive instructions for
Property, Plant, and Equipment (PP&E) accounting either from the Federal Energy
Regulatory Commission (FERC) or the Rural Utilities Service (RUS) which are nearly
identical. This puts the utilities on common ground when accounting for PP&E. It may
appear that the group accounting prescribed by these regulatory entities was for
convenience prior to computers. However, the volume o f records and record keeping
functions would be prohibitive. Component accounting would be a major project for
Deseret requiring the creation and maintenance o f tens o f thousands o f records, additional
computer software/resources, and additional human resources increasing the cost o f
service to consumers.

‘Creating Power Through Cooperation

We are currently investigating the construction o f a new generating unit. Under the FERC
guidelines, preliminary investigation charges are deferred and as the project develops are
capitalized along with Administrative and General (A&G) costs. This method spreads the
costs over future periods and allows those who receive the benefit o f the new unit to pay
for it. The SOP would require these costs to be expensed in the current period.
The FERC and RUS instructions for plant retirements prescribe that gain and losses are
closed to the accumulated depreciation account. Furthermore the SOP would cause
removal costs to be expensed in the current period. Under the SOP, recognizing these
gains and losses and removal costs could result in increased earnings volatility and again
would cause rates to do the same.
We recently experienced a major plant maintenance outage which are scheduled every
few years. These outages cost tens o f millions o f dollars. Many o f these cost were
capitalized and will be recovered in the future periods benefited by the items maintained
or replaced during this outage. Again the SOP would require these costs to be recognized
in the current period. This would cause major rate spikes in these outage years.
Deseret believes the SOP to have a profound detrimental impact to the electric utility
industry. Although the SOP may be o f benefit to some industries that are not as unified as
the utilities in PP&E accounting, we feel it would have a significant negative affect our
consumers by shifting long-term issues to current periods. It would also be a major
burden to build and maintain such a detailed property base.
Deseret appreciates the opportunity to respond to the SOP and looks forward to
continuing the dialog.

Sincerely,

Soren K. Sorensen
Senior Vice President & CFO

ELECTRIC COOPERATIVE, INC.
2305 East U.S. 81 Frontage Road
P. O. Box 309
Belleville, Kansas 66935-0309
Phone: 913/527-2251
November 13, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, N Y 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
NCK Electric Cooperative, Inc. appreciates the opportunity to submit written comments
regarding the above-referenced Proposed Statement o f Position (PP&E Accounting
Proposal) to the Accounting Standards Executive Committee (AcSEC) o f the American
Institute o f Certified Public Accountants (AICPA).
NCK Electric Cooperative is an electric cooperative in the state o f Kansas, providing
electricity to approximately 3,000 consumers-owners in 5 counties. Since we operate
within the capital-intensive electric utility industry, the PP&E Accounting Proposal
would significantly and negatively impact N C R ’s accounting policies and administrative
costs. Over the past three years, additions to our total utility plant have averaged
$563,488 annually. During this same period, yearly reported patronage capital (margins)
has averaged $410,876. We conservatively estimate that, if adopted, this PP&E proposal
could decrease these margins by at least 60.5%. Resultant electric rates to our consumers
would have to be increased substantially to cover the incremental costs associated with
this proposal and to protect our financial integrity and credit rating.
NCK Electric is required to follow accounting requirements promulgated by the Rural
Utilities Service (RUS). The PP&E Accounting Proposal raises significant ratemaking,
operational, and accounting concerns for NCK. The most significant o f these concerns
arise due to accounting inconsistencies between this proposal and the RUS Uniform
System o f Accounts and attendant RUS regulations and interpretations (collectively,
Electric Cooperative Accounting Requirements). The PP&E Accounting Proposal and the
attendant detrimental impacts to NCK include the following:
•

Electric Cooperative Accounting Requirements specify capitalization o f overheads in
support o f construction projects and permit capitalization o f an appropriate portion o f

administrative and general (A&G) costs.
In addition, Electric Cooperative
Accounting Requirements specify capitalization o f preliminary investigation and
survey (PI&S) charges.
The PP&E Accounting Proposal would prohibit
capitalization o f overheads, PI&S charges, and A&G costs.
Implementation o f these provisions would dramatically increase earnings volatility, as
these overhead, PI&S charges, and A&G costs would be expensed, rather than
capitalized as they are today. W e estimate that the annual financial impact o f these
items would decrease our margins by at least $43,059 annually or more, depending
upon the extent o f the capital restrictions ultimately imposed. Furthermore, from the
standpoint o f rate-making fairness, failure to capitalize these costs would inequitably
shift the burden o f collection o f these costs from customers using the plant asset over
its useful life to existing customers at the time the plant asset is constructed.
•

Electric Cooperative Accounting Requirements prescribe the use o f the group method
o f depreciation for plant assets. The PP&E Accounting Proposal would require use o f
depreciation accounting by component, defined as “a tangible part or portion o f
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life”. The PP&E Accounting Proposal generally
prohibits the use o f a group method o f depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation o f this provision would require administrative reorganization to
comply with the data collection requirements, as well as expensive new automated
accounting systems -- or at a minimum, significant upgrades to existing software. In
addition, determination o f material differences between the component and group
accounting methods would require record keeping for both methods, adding
significantly to plant record-keeping costs, as well as audit costs. The estimated costs
to upgrade automated systems and provide additional administrative record-keeping
and data input is projected to add at least $50,000 in one-time costs and will
conservatively exceed $248,559 on an annual basis thereafter. If adopted, our
staffing costs are projected to increase by at least $70,378 annually, or more than
25%, to support the extra administrative and reporting burdens o f this requirement.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions o f mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in the results o f operations
in the current accounting period. Implementation o f this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results o f operations. Annual gains I (losses) closed to the accumulated
depreciation account over the past three years have averaged $52,975. Electricity
rates would likely require significant upward adjustment to provide for this increased
uncertainty o f earnings.

•

Electric Cooperative Accounting Requirements generally recognize the cost o f
removal o f a plant asset over the useful life o f that asset, as a component o f the
depreciation rate. The PP&E Accounting Proposal would require that cost o f removal
be reflected in the results o f operations in the accounting period in which such cost
was incurred. Removal costs w e’ve incurred over the past three years have averaged
$82,147 annually. Implementation o f this provision would result in increased
earnings volatility, as cost o f removal would be reflected in a single accounting
period. Furthermore, from the standpoint o f ratemaking fairness, failure to recognize
cost o f removal over the asset’s life would inequitably shift the burden o f collection
o f these costs from customers using the plant asset to customers during the retirement
o f the plant asset.

Each o f the above accounting inconsistencies pose operational problems and create
significant administrative burdens for NCK Electric Cooperative, Inc. that will
dramatically raise the cost o f electricity our rural member owners. The detrimental
impacts o f each item should be carefully considered and weighed against any identifiable
benefits before the AICPA AcSEC implements the attendant provision o f the PP&E
Accounting Proposal for electric utilities. Further, we recommend that any and all
decisions and changes impacting PP&E be closely coordinated in advance with RUS and
all other federal and state governmental authorities regulating electric cooperatives and
the electric industry.
NCK Electric Cooperative, Inc. appreciates the opportunity to provide comments on the
PP&E Accounting Proposal and respectfully urges the AICPA AcSEC to consider its
views. If questions arise concerning these comments, please feel free to contact Douglas
Jackson, 785-527-2251.
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Valley Telephone Cooperative

Copper Valley Telephone

Valley Connections. LLC

Valley Telecommunications - Cellular - Internet - Business Systems

TeleCom Group

November 15,2001
Mr. Marc Simon, Technical Manager, Accounting Standards, File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Simon:
This letter represents our Company’s response to the recently released exposure draft of a
proposed AICPA Statement of Position (SOP), Accountingfor Certain Costs and
Activities Related to Property, Plant and Equipment.
Our response has two objectives; first to respond to the SOP in general terms as it may
affect our Telecommunications company. Based on our company’s experience in the
Telecommunications industry we do not agree with the Accounting Standards Executive
Committee (AcSEC) conclusion that guidance is needed in this area. In our opinion no
significant improvement in practice would be obtained in relationship to the cost to
implement this SOP. Current guidance and industry practice is adequate in this area.
Second in relation to specific issues of the SOP we want to concur with the comments
that were presented by our independent audit firm-Bolinger, Segars, Gilbert & Moss,
L.L.P. (BSG&M). BSG&M has extensive knowledge of the Telecommunication industry
accounting practices and its comments should be respected.
We urge AcSEC to consider withdrawing this proposed SOP.

Respectfully submitted,

Kevin Fewell
C.O.O.- Finance

RO. Box 970 - 752 E. Maley St. - Willcox, Arizona 85644 - Phone:520-384-2231 - Fax: 520-384-2831 - www.vtc.net

November 9, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Southwest Louisiana Electric Membership Corporation (SLEMCO) is an electric
distribution cooperative, providing electricity on a mutual, not-for-profit basis to
approximately 80,000 consumer owners in Louisiana.
SLEMCO appreciates the opportunity to submit written comments regarding the above
referenced Proposed Statement o f Position (PP&E Accounting Proposal) to the
Accounting Standards Executive Committee (AcSEC) o f the American Institute o f
Certified Public Accountants (AICPA). Since SLEMCO operates within the capitalintensive electric utility industry, the PP&E Accounting Proposal would significantly
impact the accounting policies o f SLEMCO.
SLEMCO is responding to the PP&E Accounting Proposal on behalf o f its 80,000
consumer/owners. In general, as discussed below, the PP&E Accounting Proposal raises
significant rate-making, operational, and accounting concerns for SLEMCO. For
SLEMCO the accounting provisions as currently proposed are not appropriate. The
PP&E Accounting Proposal should not be implemented for utility-type enterprises,
including electric cooperatives, unless and until significant workable changes that give
due consideration to the utility operating environment are included.

Comment: Any final plant accounting rule should not overturn long-standing
electric utility accounting and, by direct implication, rate-making practice without
significant consultation and input from utility regulators.
SLEMCO continues to establish rates for electricity based on a specific cost-of-service
that has been approved or established by the Louisiana Public Service Commission. The
cost elements in these cost-of-service studies are based on defined cost elements
contained in a Uniform System o f Accounts, which electric utilities are legally required
to follow - promulgated by the Federal Energy Regulatory Commission (FERC), or, in
the case o f SLEMCO, the Rural Utilities Service (RUS). The RUS Uniform System o f
Accounts is substantially similar to that o f the FERC.
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As discussed in the section that follows, however, the provisions o f the PP&E
Accounting Proposal are inconsistent with general rate-making practices and the Uniform
System o f Accounts in a number o f ways. Given the symmetry between rate-making and
accounting, utilities implementing the PP&E Accounting Proposal would be forced to
significantly alter not only their accounting, but also, if utility regulators would concur,
their rate-making practices - with (as also discussed below) likely adverse impacts on
consumer electric rates.
If utility regulators would not concur with the accounting and rate-making changes o f a
final rule implementing the provisions o f the PP&E Accounting Proposal, electric
utilities, including G&Ts and distribution cooperatives, would be placed in the hapless
position o f keeping two sets o f accounting records. First, utilities would be required to
maintain a regulatory set o f books prepared in accordance with the Uniform System o f
Accounts on the basis o f which they would set their electric rates. Second, they would
have to keep a set o f books in accordance with Generally Accepted Accounting
Principles (GAAP) for preparation o f external financial statements. Such dual sets o f
accounting records would lead to great confusion among users, as well as considerable
unnecessary costs.

Comment: The PP&E Accounting Proposal would impact detrimentally on electric
cooperative operations and impose excessive costs. Any final plant accounting rule
should not overturn any accounting practice of the electric utility industry without
strong evidence that benefits of that accounting change outweigh it costs.
As previously mentioned, the provisions o f the PP&E Accounting Proposal are
inconsistent with the Uniform System o f Accounts and attendant RUS regulations and
interpretations (collectively, Electric Cooperative Accounting Requirements) in a number
o f ways. Furthermore, implementation o f these provisions contained in the PP&E
Accounting Proposal would detrimentally impact electric cooperatives.
The most significant o f the accounting inconsistencies raised by the PP&E Accounting
Proposal and the attendant detrimental impacts are itemized in the following table:

Impact on SLEMCO

Accounting Proposal
1.

Electric Cooperative Accounting
Requirements specify capitalization
o f overheads
in
support o f
construction projects and permit
capitalization o f an appropriate
portion o f administrative and general
(A&G) costs. In addition, Electric
Cooperative Accounting
Requirements specify capitalization
o f preliminary investigation and
survey (PS&I) charges. The PP&E
Accounting Proposal would prohibit
2

Implementation o f this provision would
result in the unfavorable outcome o f
increased earnings volatility, as these
overhead, PS&I charges, and A&G costs
are expensed, rather than capitalized.
Furthermore, from the standpoint o f rate
making fairness, failure to capitalize these
costs would inequitably shift the burden
o f collection o f these costs from
customers using the plant asset over its
useful life to customers during the
construction o f the plant asset.

Accounting Proposal

Impact on SLEMCO

capitalization o f overheads, PS&I
charges, and A&G costs.
2. Electric Cooperative Accounting
Requirements prescribe use o f the
group and/or composite method o f
depreciation for plant assets. The
PP&E Accounting Proposal would
require
use
of
depreciation
accounting by component, defined
as “a tangible part o f or portion o f
[plant] that can be separately
identified
as
an
asset
and
depreciated or amortized over its
own separate expected useful life”.
The PP&E Accounting Proposal
generally prohibits the use o f a
group or composite method o f
depreciation, unless it can be shown
by the entity that the asset balances
and operating results under the
group or composite method are not
materially different from those
obtained under the component
method.
3. Electric Cooperative Accounting
Requirements, consistent with group
depreciation accounting convention,
generally prescribe that gains and
losses on normal dispositions o f
mass assets be closed to the
accumulated depreciation account,
under the theory that over time gains
and losses will net out. The PP&E
Accounting Proposal would require
that gains and losses be reflected in
results o f operations in the current
accounting period.
4. Electric Cooperative Accounting
Requirements generally recognize
the cost o f removal o f a plant asset
over the useful life o f that asset, as a

Approximate capital dollars shifted to
earnings annually would be $1.5 million.
Implementation o f this provision would
require administrative reorganization o f
distribution cooperatives to comply with
the data collection requirements, as well
as installation o f expensive automated
accounting systems.
In addition,
determination o f material differences
between the component and group
accounting methods would require record
keeping for both methods, adding
significantly to plant record-keeping costs.

Implementation o f this provision would
result in increased earnings volatility, as
gains and losses on plant disposition are
reflected in the current results o f
operations. Electricity rates could likely
require upward adjustment to provide for
the increased uncertainty o f earnings.

Implementation o f this provision would
result in increased earnings volatility, as
cost o f removal is reflected in a single
accounting period. Furthermore, from the

component of the depreciation rate. standpoint of rate-making fairness, failure
The PP&E Accounting Proposal
would require that cost o f removal
be reflected in the results o f
operations in the accounting period
3

to recognize cost o f removal over the
asset’s life would inequitably shift the
burden o f collection o f these costs from
customers using the plant asset to

Accounting Proposal

Impact on SLEMCO
customers during the retirement o f the
plant asset.
Approximate amount o f
impact on earnings would be $1.3 million
per year.

in which such cost was incurred.

Each o f the above four accounting inconsistencies poses operational problems for
SLEMCO. The detrimental impacts o f each item should be carefully considered and
weighed against any identifiable benefits before the AICPA AcSEC implements that
attendant provision o f the PP&E Accounting Proposal for electric utilities.
SLEMCO appreciates the opportunity to provide comments on the PP&E Accounting
Proposal and respectfully urges the AICPA AcSEC to consider its views.
Sincerely yours,

Gary J. Smith
Controller

C: J. U. Gajan, CEO and General Manger
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November 12, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 42lO.CC
AICPA
12l l Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft
Proposed Statement of Position - Accounting for Certain Costs and Activities
Related to Property, Plant, and Equipment

Dear Mr. Simon:
McLean Electric Cooeprative (MEC) is an electric distribution cooperative which serves
over 3,000 members in central North Dakota. We are a non profit organization which
operates under the cooperative basis by returning all profits to our members.
MEC appreciates the opportunity to provide its comments regarding the above-referenced
Exposure Draft and is responding to the accounting proposal on behalf of its membership.
In general, MEC asserts that implementation of the provisions of the Exposure Draft
would overturn or significantly alter long-standing accounting practice in the electric
industries in which cooperatives operate. MEC is not convinced that sufficient costbenefit analyses have been performed to demonstrate that the cost of radical accounting
practice changes that would be imposed by the Exposure Draft are worth their benefit to
financial statement users. Furthermore, the accounting changes being proposed by the
Exposure Draft are of such magnitude that MEC believes the proposal would more
properly be addressed by the Financial Accounting Standards Board (FASB), rather than
the AICPA Accounting Standards Executive Committee (AcSEC). The FASB, of course,
has more extensive publicity for its rule-making, as well as more extensive due process
procedures than the AcSEC. A wider, more complete set of interested parties, therefore,
would be likely to be made aware of the proposal and provide input and comment on it.
While virtually all industries would be affected by the Exposure Draft, our industry along
with telephone and water cooperative, would be radically altered by the Exposure Draft.
We have long followed accounting practices established by the Rural Utility Services
(RUS), our rate regulator, in a uniform system of accounts. The Exposure Draft would
overturn many accounting conventions set forth by RUS, including the following:
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(1) prohibiting the capitalization o f the certain categories o f costs, such as overhead
costs, generally required by RUS to be capitalized in the plant accounts,
(2) imposing a detailed system o f property accounting and depreciation by asset
component, as opposed to the group and composite methods generally provided for in
RUS,
(3) requiring current period expense recognition o f gain or loss on replacement or
disposal o f an asset component, as opposed to deferral o f such amounts as generally
provided for by RUS, and
(4) requiring current period expense recognition o f asset removal costs, as opposed to
recognizing such costs over the life o f the plant asset as generally provided for by
RUS.
Clearly, implementation o f the accounting changes proposed in the Exposure Draft would
be very, very expensive for utility cooperatives to implement - in terms o f increased
record-keeping costs, cost o f organizational changes, and cost o f new and modified
computer systems. Our cost to serve members is already high do to the rural population
and low density o f members, we feel this is an unecessary cost. MEC does not believe
these costs have been adequately measured. Furthermore, the question must be asked how are financial statement users significantly benefited from these changes - especially
when the utility accounting conventions are already clearly defined by RUS? Again,
WHE asserts that FASB is in a much better position to analyze and weigh the costs and
benefits o f such a significant accounting proposal.
WHE very much appreciates the opportunity to provide comments on the Exposure Draft.
Sincerely yours,

Jerry Slagg
Office Manger,
McLean Electric Cooperative, Inc

Lake Region Electric Cooperative
14 0 1 South Broadway • P.O. Box W
Pelican Rapids, Minnesota 56572-0643
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Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
RE:

Exposure Draft - Proposed Statement of Position, “Accounting for Certain
Costs and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Lake Region Electric Cooperative (LREC) appreciates the opportunity to submit
written comments regarding the above referenced Proposed Statement of
Position (PP & E Accounting Proposal) to the Accounting Standards Executive
Committee (AcSEC) of the American Institute of Certified Public Accountants
(AICPA).
LREC is an electric cooperative in Minnesota, providing electricity to
approximately 23,300 consumers-owners in seven counties. Since LREC
operates within the capital-intensive electric utility industry, the PP&E Accounting
Proposal would significantly impact LREC’s accounting policies.
LREC is required to follow accounting requirements promulgated by the Rural
Utilities Service (RUS). The PP&E Accounting Proposal raises significant rate
making, operational, and accounting concerns for LREC. The most significant
problem is the accounting inconsistencies between this proposal and the RUS
Uniform System of Accounts and attendant RUS regulations and interpretations
(collectively, Electric Cooperative Accounting Requirements). The PP&E
Accounting Proposal and the attendant detrimental impacts to LREC include the
following:

863-117I • 800-552-7658
FAX • 2 18-863-1172
e-mail • lrec@lakeregionelectric.com
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•

Electric Cooperative Accounting Requirements specify capitalization of
overheads in support of construction projects and permit capitalization of an
appropriate portion of administrative and general (A&G) costs. In addition,
Electric Cooperative Accounting Requirements specify capitalization of
preliminary investigation and survey (PS&I) charges. The PP&E Accounting
Proposal would prohibit capitalization of overheads, PS&I charges, and A&G
costs. Implementation of these provisions would result in the unfavorable
outcome of increased earnings volatility, as these overhead, PS&I charges,
and A&G costs are expensed, rather than capitalized. We estimate the
impact to our financial statements for these items to be approximately
$1,779,630.00 on an annual basis. Approximately 17.96% of this amount
relates to overheads, 81.82% relates to A&G costs, and .22% relates to PS&I
charges. Furthermore, from the standpoint of ratemaking fairness, failure to
capitalize these costs would inequitable shift the burden of collection of these
costs from customers using the plant asset over its useful life to customers
during the construction of the plant asset.

•

Electric Cooperative Accounting Requirements prescribe use of the group
method of depreciation for plant assets. The PP&E Accounting Proposal
would require use of depreciation accounting by component, defined as “a
tangible part or portion of [plant] that can be separately identified as an asset
and depreciated or amortized over its own separate expected useful life.”
The PP&E Accounting Proposal generally prohibits the use of a group method
of depreciation, unless it can be shown by the entity that the asset balances
and operating results under the group method is not materially different from
the obtained under the component method. Implementation of this provision
would require administrative reorganization to comply with the data collection
requirements, as well as installation of expensive automated accounting
systems. In addition, determination of material differences between the
component and group accounting methods would require record keeping for
both methods, adding significantly to plant record keeping costs. If the
depreciation accounting by component is carried to a level of detail, a new
depreciation package would be needed to accommodate this method.
Further studies would need to be done but the additional cost would be
significant to our Coop. It is recommended that if the component accounting
method for depreciation is required, the change be done by record unit, per
month, per year, based on the CPR records.

•

Electric Cooperative Accounting Requirements, consistent with group
depreciation accounting convention, generally prescribe that gains and losses
on normal dispositions of mass assets be closed to the accumulated
depreciation account, under the theory that over time gains and losses will net
out. The PP&E Accounting Proposal would require that gains and losses be
reflected in results of operations in the current accounting period.

Implementation of this provision would result in increased earnings volatility,
as gains and losses on plant disposition are reflected in the current results of
operations. Amounts closed to the accumulated depreciation account
averaged $862,815 over the past five years, varying from $767,391 to
$952,241. Our electricity rates would likely have to be raised to provide for
this increased uncertainty of earnings.
•

Electric Cooperative Accounting Requirements generally recognize the cost
of removal of a plant asset over the useful life of that asset, as a component
of the depreciation rate. The PP&E Accounting Proposal would require that
cost of removal be reflected in the results of operations in the accounting
period in which such cost was incurred. Cost of removal incurred over the
past five years has averaged $28,905. Implementation of this provision would
result in increased earnings volatility, as cost of removal is reflected in a
single accounting period. Furthermore, from the standpoint of rate-making
fairness, failure to recognize cost of removal over the asset’s live would
inequitable shift the burden of collection of these costs from customers using
the plant asset to customers during the retirement of the plant asset.

Each of the above accounting inconsistencies poses operational problems for
LREC. The detrimental impacts of each item should be carefully considered and
weighed against any identifiable benefits before the AICPA AcSEC implements
the attendant provision of the PP&E Accounting Proposal for electric utilities.
LREC appreciates the opportunity to provide comments on the PP&E Accounting
Proposal and respectfully urges the AICPA AcSEC to consider our views. If you
have any questions or comments, please feel free to contact Nancy Ettish
Vyskocil, AICPA Member #01543915, at 800-501-0327.

Manager of Finance and Customer Service
Lake Region Electric Cooperative
PO Box 643
Pelican Rapids MN 56572

NEV/cyb

FREEBORN
MOWER
C O O P E RATIV E

S ERV IC ES

2501 Main St. East • P.O. Box 611 • Albert Lea, MN 56007
Phone: (507) 373-6421 • FAX: (507) 377-7145

November 13, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement of Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Freeborn-Mower Cooperative Services (FMCS) appreciates the opportunity to submit
written comments regarding the above-referenced Proposed Statement of Position (PP&E
Accounting Proposal) to the Accounting Standards Executive Committee (AcSEC) of the
American Institute of Certified Public Accountants (AICPA).
FMCS is an electric cooperative in Minnesota, providing electricity to approximately
5,700 consumers-owners in two counties. Since FMCS operates within the capitalintensive electric utility industry, the PP&E Accounting Proposal would significantly
impact FMCS’s accounting policies.
FMCS is required to follow accounting requirements promulgated by the Rural Utilities
Service (RUS). The PP&E Accounting Proposal raises significant rate-making,
operational, and accounting concerns for FMCS. The most significant problem is the
accounting inconsistencies between this proposal and the RUS Uniform System of
Accounts and attendant RUS regulations and interpretations (collectively, Electric
Cooperative Accounting Requirements). The PP&E Accounting Proposal and the
attendant detrimental impacts to FMCS include the following:
•

Electric Cooperative Accounting Requirements specify capitalization of overheads in
support of construction projects and permit capitalization of an appropriate portion of
administrative and general (A&G) costs. In addition, Electric Cooperative
Accounting Requirements specify capitalization of preliminary investigation and
survey (PS&I) charges. The PP&E Accounting Proposal would prohibit
capitalization of overheads, PS&I charges, and A&G costs.

A Touchstone Energy® Cooperative

Implementation of these provisions would result in the unfavorable outcome of
increased earnings volatility, as these overhead, PS&I charges, and A&G costs are
expensed, rather than capitalized. We estimate the impact to our financial
statements for these items to be approximately $196,500 on an annual basis.
Approximately 89% of this amount relates to overheads, 10% relates to A&G costs,
and 1% relates to PS&I charges. Furthermore, from the standpoint of rate-making
fairness, failure to capitalize these costs would inequitably shift the burden of
collection of these costs from customers using the plant asset over its useful life to
customers during the construction of the plant asset.

•

Electric Cooperative Accounting Requirements prescribe use of the group method of
depreciation for plant assets. The PP&E Accounting Proposal would require use of
depreciation accounting by component, defined as “a tangible part or portion of
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life.” The PP&E Accounting Proposal generally
prohibits the use of a group method of depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation of this provision would require administrative reorganization to
comply with the data collection requirements, as well as installation of expensive
automated accounting systems. In addition, determination of material differences
between the component and group accounting methods would require record-keeping
for both methods, adding significantly to plant record-keeping costs. The estimated
costs to upgrade automated systems and provide additional administrative record
keeping and data input is approximately $35,000in one-time costs and $3,500 on an
annual basis, respectively.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions of mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in results of operations in
the current accounting period. Implementation of this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results of operations. Losses closed to the accumulated depreciation
account averaged $425,000 over the past five years, varying from $361,000 in loss to
$506,500 in loss. Our electricity rates would likely have to be raised to provide for
this increased uncertainty of earnings.

•

Electric Cooperative Accounting Requirements generally recognize the cost of
removal o f a plant asset over the useful life of that asset, as a component of the
depreciation rate. The PP&E Accounting Proposal would require that cost of removal
be reflected in the results of operations in the accounting period in which such cost
was incurred. Cost of removal incurred over the past five years has averaged
$115,000. Implementation of this provision would result in increased earnings
volatility, as cost of removal is reflected in a single accounting period. Furthermore,
from the standpoint of rate-making fairness, failure to recognize cost of removal over
the asset’s life would inequitably shift the burden of collection of these costs from
customers using the plant asset to customers during the retirement of the plant asset.

Each of the above accounting inconsistencies poses operational problems for FMCS. The
detrimental impacts of each item should be carefully considered and weighed against any
identifiable benefits before the AICPA AcSEC implements the attendant provision of the
PP&E Accounting Proposal for electric utilities.
FMCS appreciates the opportunity to provide comments on the PP&E Accounting
Proposal and respectfully urges the AICPA AcSEC to consider our views. If you have
any questions on our comments, please feel free to contact Tim Thompson at
507.373.6421.

Sincerely,

Tim Thompson
Assistant CEO
Freeborn-Mower Cooperative Services
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RE: Proposed Statement o f Position: Accounting fo r Certain Costs and
Activities Related to Property, Plant and Equipment
Dear Mr. Simon:
The International Council o f Shopping Centers (ICSC) respectfully
submits these comments in response to the above-referenced Proposed
Statement o f Position (SOP). ICSC is the global trade association o f the
shopping center industry. Its 40,000 members in the United States,
Canada and more than 75 other countries around the world include
shopping center owners, developers, managers, investors, lenders,
retailers and other professionals.
Componentization
The proposed SOP’s requirement to separately track the cost and
accumulated depreciation o f individual property, plant and equipment
(PP&E) components would increase considerably many o f our member’s
administrative costs. We fail to see how the costs related to the detailed
componentization requirements o f the proposal will be justified
compared to the marginal benefit that may accrue to users o f financial
statements.
First, to implement the provisions o f the proposal would require that our
members allocate the book value o f our PP&E to thousands o f
components. Although the proposal provides an option to apply
componentization either retroactively or prospectively, the “penalty”
associated with prospective adoption would force them to adopt
componentization on a retroactive basis. Implementation o f the
componentization provisions o f the proposal on a retroactive basis would
require that they engage cost study consultants to ascertain component
costs.

recycled paper
* Executive Committee and Board Member
t Past Chairman

Second, the costs to administer the ongoing provisions o f the proposal would be significant. We
would be required to track thousands o f individual asset components. Further, we could foresee
for audit purposes that they would need to periodically test these records against actual
components. These ongoing requirements would result in the addition o f corporate
administrative staff.
Moreover, the componentization requirements o f the proposed SOP are contrary to that which
has been embraced internationally for investment property accounting. International Accounting
Standard No. 40 (IAS 40), Investment Property, requires the disclosure o f fair value o f an
investment property in the financial statements or footnotes, and views investment property as an
integrated operating entity, not thousands o f components. AcSEC’s proposal is offered at a time
when representatives o f the Financial Accounting Standards Board (FASB) and the Securities
and Exchange Commission continually espouse global convergence o f accounting standards.
We could envision our members being forced to modify their accounting and financial reporting
systems to implement the provisions o f the proposed SOP and amendments, only to again
modify their systems at some future point when global convergence becomes reality.
In the event the final SOP contains the detailed componentization requirements, we request that
investment property be exempted.
Elimination o f the Composite/Group Methods o f Depreciation
The requirement to componentize all PP&E and to measure the remaining book value o f replaced
components effectively eliminates the composite and group methods o f depreciation. These
depreciation methods have been used throughout Corporate America and are well established in
both accounting literature and practice.
Although the proposal allows the use o f the group or composite method o f depreciation if an
entity can demonstrate that it produces results similar to componentization, we believe this
provision is not realistic because it would force our members to calculate depreciation using both
methods (i.e., group/composite method and componentization) in order to prove that the results
are in fact similar. This allowance does not alleviate the detailed componentization required by
the proposed SOP - a company would still have to undertake an assessment o f its assets “as
componentized” to prove that it would be allowed to use the composite or group method. We
find this aspect o f the proposal troublesome in that it would require our members to maintain
records for two sets o f depreciation calculations.
In the absence o f a withdrawal o f the componentization requirements o f the proposal, we
strongly suggest that the Accounting Standards Executive Committee (AcSEC) consider an
alternative approach for PP&E cost componentization that would entail a more reasonable level
and be more cost effective. One approach that we could consider embracing would include a
componentization o f a PP&E asset into categories by the useful lives o f components. These
categories might number a dozen or more for investment property. Components within these
“useful-life categories” would be accounted for by using the group method o f depreciation. No
“losses” (remaining net book values) would be recognized in earnings at the time o f replacement.
These “losses” could be minimized through more precise determination o f useful lives o f major
components and regular comparisons o f the parameters used with actual experience.

Deferred Cost Accounting
The proposal’s provisions also eliminate the concept o f deferred cost accounting with respect to
PP&E. We are especially concerned about the prohibition to defer or capitalize costs that may
be incurred during the preliminary stage o f a project, as well as long-term or planned major
maintenance activities. Clearly, these costs may provide future economic benefit to a period
other than the one in which they were incurred. These costs should be permitted to be deferred
and amortized to properly match the costs with the period o f benefit, or expensed when there is a
determination o f no future economic benefit. This matching o f costs with benefits is the essence
o f accrual accounting - the foundation upon which generally accepted accounting principles
have been established. To do away with this concept would render our members’ reporting on a
cash basis for costs that, without question, provide economic benefit for multiple periods.
Accounting fo r Property Taxes, Insurance and Ground Rents
The proposal would require that the capitalization o f property taxes, insurance and ground rentals
cease “no later than the date initial operations commence in any portion o f the building or
structure.” This accounting would cause a significant inappropriate matching o f costs and
related revenues. For example, if the first tenant occupied even five percent o f a space, the costs
o f real estate taxes, insurance and ground rentals applicable to the entire property would be
charged to the rental income stream from the five percent o f leased space. The earnings (or
probably loss) resulting from this accounting would not provide appropriate information with
respect to the current and future profitability o f the property.
The appropriate accounting would be to allocate the real estate taxes, insurance and ground rents
proportionally between space generating revenue and the non-revenue generating space as the
property leases up. Limits to the capitalization should be required in terms o f the maximum
length o f time subject to this allocation. Paragraphs 22 and 23 o f SFAS 67, as well as paragraph
18 o f SFAS 34, provide an appropriate model for the capitalization o f these costs.
Limitation on Capitalization o f Indirect and Overhead Costs
The proposal would limit the capitalization o f costs o f internal staff directly associated with
specific projects to payroll and payroll-benefit related costs. We believe that indirect costs and
overhead that supports the development, construction or installation o f PP&E should be
capitalized.
We appreciate the opportunity to participate in the AICPA’s considerations with respect to
accounting for PP&E. If you have any questions, please contact me at (703) 549-7404.
Sincerely,

Wayne A. Mehlman
Director, Economic Issues and Government Relations
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November 14, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Sioux Valley Southwestern Electric appreciates the opportunity to submit written
comments regarding the above-referenced Proposed Statement o f Position (PP&E
Accounting Proposal) to the Accounting Standards Executive Committee (AcSEC) o f the
American Institute o f Certified Public Accountants (AICPA).
Sioux Valley Southwestern is an electric cooperative in South Dakota and Minnesota,
providing electricity to approximately 19,500 consumers-owners in 6 counties. Since
Sioux Valley Southwestern operates within the capital-intensive electric utility industry,
the PP&E Accounting Proposal would significantly impact our accounting policies.
Sioux Valley Southwestern is required to follow accounting requirements promulgated by
the Rural Utilities Service (RUS). The PP&E Accounting Proposal raises significant ratemaking, operational, and accounting concerns for our Cooperative. The most significant
problem is the accounting inconsistencies between this proposal and the RUS Uniform
System o f Accounts and attendant RUS regulations and interpretations (collectively,
Electric Cooperative Accounting Requirements). The PP&E Accounting Proposal and the
attendant detrimental impacts to Sioux Valley Southwestern include the following:
•

Electric Cooperative Accounting Requirements specify capitalization o f overheads in
support o f construction projects and permit capitalization o f an appropriate portion o f
administrative and general (A&G) costs. In addition, Electric Cooperative
Accounting Requirements specify capitalization o f preliminary investigation and
survey (PS&I) charges. The PP&E Accounting Proposal would prohibit
capitalization o f overheads, PS&I charges, and A&G costs.
A Touchstone Energy® Cooperative
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Implementation o f these provisions would result in the unfavorable outcome o f
increased earnings volatility, as these overhead, PS&I charges, and A&G costs are
expensed, rather than capitalized. We estimate the impact to our financial
statements for these items to be approximately $661,000 on an annual basis.
Approximately 63% o f this amount relates to overheads, 17% relates to A&G costs,
and 20% relates to PS&I charges. Furthermore, from the standpoint o f rate-making
fairness, failure to capitalize these costs would inequitably shift the burden o f
collection o f these costs from customers using the plant asset over its useful life to
customers during the construction o f the plant asset.

•

Electric Cooperative Accounting Requirements prescribe use o f the group method o f
depreciation for plant assets. The PP&E Accounting Proposal would require use o f
depreciation accounting by component, defined as “a tangible part or portion o f
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life.” The PP&E Accounting Proposal generally
prohibits the use o f a group method o f depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation o f this provision would require administrative reorganization to
comply with the data collection requirements, as well as installation o f expensive
automated accounting systems. In addition, determination o f material differences
between the component and group accounting methods would require record-keeping
for both methods, adding significantly to plant record-keeping costs. The estimated
costs to upgrade automated systems and provide additional administrative record
keeping and data input is approximately $85,000 in one-time costs and $100,000 on
an annual basis, respectively.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions o f mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in results o f operations in
the current accounting period. Implementation o f this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results o f operations. Losses closed to the accumulated depreciation
account averaged $1,450,000 over the past five years. Our electricity rates would
likely have to be raised to provide for this increased uncertainty o f earnings.

•

Electric Cooperative Accounting Requirements generally recognize the cost o f
removal o f a plant asset over the useful life o f that asset, as a component o f the

depreciation rate. The PP&E Accounting Proposal would require that cost o f removal
be reflected in the results o f operations in the accounting period in which such cost
was incurred. Cost o f removal incurred over the past five years has averaged
$220,000. Implementation of this provision would result in increased earnings
volatility, as cost o f removal is reflected in a single accounting period. Furthermore,
from the standpoint o f rate-making fairness, failure to recognize cost o f removal over
the asset’s life would inequitably shift the burden o f collection o f these costs from
customers using the plant asset to customers during the retirement o f the plant asset.
Each o f the above accounting inconsistencies poses operational problems for Sioux
Valley Southwestern. The detrimental impacts o f each item should be carefully
considered and weighed against any identifiable benefits before the AICPA AcSEC
implements the attendant provision o f the PP&E Accounting Proposal for electric
utilities.
Sioux Valley Southwestern Electric appreciates the opportunity to provide comments on
the PP&E Accounting Proposal and respectfully urges the AICPA AcSEC to consider our
views. If you have any questions on our comments, please feel free to contact me at 605256-1613.

Sincerely,

Betty VanDerW erff
Sioux Valley Southwestern
PO Box 216
Colman, SD 57017
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November 13,2001
Marc Simon, Technical Manager
Accounting Standards
File 4210.CC AICPA
1211 Avenue o f the Americas
N ew York, New York 10036-8775
RE:

Proposed SOP PP&E

Dear Mr. Simon:
I’m writing in regards to the SOP on PP&E and the impact if enacted that it will have on
the industry in which I work. The company which I work for is an electric cooperative IRS Code
(501)(c)(12). We have close to 15,000 accounts where electricity is delivered. Our service area
is in Northeastern Utah and Northwestern Colorado. We have over $72,000,000 invested in
utility plant. Our annual revenue from sales o f electricity is approximately $38,000,000. We
have 3,300 miles o f power line (distribution and transmission). Any change that is made in the
way PP&E is capitalized, retired, or depreciated will have a major impact on the way rates for the
sale o f electricity are determined and also upon our line extension policies.
Our cooperative has not had a rate increase since 1984. The last time rates were changed
was in 1991 when we had a 10% rate decrease. Our rates and our line extension policies have
provided us with stable operating margins and adequate cash flows. The way property, plant and
equipment are capitalized, retired and depreciated is working very well.
It would appear from reading the SOP on PP&E that there is a concern that the value o f
Plant may be over stated because o f current accounting practices. Our line extension policy
requires new consumers to pay for any new lines etc. all up front (CIAC). We have
approximately $17,000,000 in contributed property. This property paid for by the consumer is
owned and maintained by us but does not appear on our financial statements.
Because the proposed changes would lead to rate instability, it would be unwise to
change the current standards o f accounting for PP&E for the electric utility industry. Your
consideration o f these comments when making your decision on changing the way property,
plant, and equipment is accounted for would be greatly appreciated.
Sincerely,

ChacrJacobson
Manager-Finance

Holt & Associates,
W. David Dill, CPA, CGFM
Princy Harrison, CPA, CGFM
Julie Brown, CPA

pllc

CERTIFIED PUBLIC ACCOUNTANTS

Ruth Patrick, CPA
Richard K. Lowe, CPA

Members:
American Institute o f
Certified Public Accountants
Mississippi Society o f
Certified Public Accountants

H. I. Holt, CPA
Founder (1915 -1 9 9 7 )

Division o f CPA Firms
Private Companies Practice Section

November 14, 2001

Mr. Marc Simon, Technical Manager
Accounting Standards, File 4210.CC
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
RE: Proposed Rule - Accounting for Certain Costs and Activities Related to
Property, Plant, and Equipment
Dear Mr. Simon:
We have reviewed the proposed rule for and with our client, Dixie Electric Power
Association (DEPA) of Laurel, Mississippi. It is not often that we stop and respond to an
exposure draft. However, this is one time that we really feel the need to respond. As we
understand it, the proposed rule is comprehensive and includes regulated entities
(paragraph 8). Although we have no problems with the proposed ruling for our business
clients, we do have deep concerns about it’s application to regulated electric
cooperatives. As DEPA is such a regulated entity, under Rural Utilities Service, the
proposed rule will have a major impact. Very briefly, we would like to outline a few of
the concerns that we have with this ruling.
The detailed component accounting for PP&E will be a significant costly change in the
industry practice of group accounting for regulated assets. In addition, the cost of
removal charged to expense from the current practice of writing the asset off over the
asset’s life as a component of the depreciation rate, will add to the volatility of the net
margins. Also, currently the industry practice is to capitalize a portion of administrative,
general, and overhead costs to the regulated assets. As we understand the changes, these
expenses would be currently expensed.
The proposed allocation of costs to regulated assets allows for rates charges to customers
will be volatile and inflationary. Currently, the utilities are using sophisticated software
to track these costs. The change will be expensive. The change to expensing
components of regulated PP&E to the current period will lower the net margins,
consequently raising the utilities rates. This will have an inflationary effect for the entire
economy.

P.O. Box 226 • 301 Central Avenue • Laurel, Mississippi 39441-0226
Phone (601) 649-3000 • Fax (601) 649-3050

Mr. Marc Simon
November 14, 2001
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In conclusion, we strongly urge that this proposed rule not include regulated entities.
The change will not add to the accountability for regulated entities, will make the rate
making process volatile, and will cost the customer more money. This is not the time for
a new pronouncement by the AICPA that must be implemented by regulated entities to
add to the cost of living and doing business. The change is not beneficial to the
economy, the regulated entities in general, and DEPA in particular. Besides, we’d hate to
read the Wall Street Journal’s articles about how the AICPA’s accounting
pronouncement is causing another downturn the economy and stock prices.
Sincerely,

M. C. Princy Harrison, CPA

Copy: Dixie Electric Power Association
P O Box 88
Laurel, MS 39441-0088

Joe Wheeler EMC

Proudly serving Lawrence and Morgan
Counties with electricity since 1937

Operations and Administration • 25700 Ala. Hwy. 24 • P.O. Box 460 • Trinity, AL 35673
256-552-2300 • 1-800-239-6518 • FAX (256)552-2386 (Admin.) • FAX (256) 552-2388 (Operations)

November 14, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards, File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775

RE:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment.”

Dear Mr. Simon:
Joe Wheeler Electric Membership Corporation is an electric distribution cooperative
providing electricity on a not-for-profit basis to approximately 30,000 member-owners in
rural Alabama. The objective o f the written comments regarding the Proposed AICPA
Statement o f Position (SOP) is to highlight the impact o f this SOP on our memberowners, the ratepayers, and the electric utility industry.
Based on JW EM C’s sixty plus years o f electric distribution service, it’s in our opinion no
significant improvement would be obtained in the overall accounting concerns for
JWEMC. The cost relationship to implement this SOP would press the electric rates o f
the member-owners o f JWEMC. We do not agree with the Accounting Standards
Executive Committee (AcSEC) conclusion that guidance is needed in the area. The
accounting records o f JWEMC are maintained in accordance with the Uniform System o f
Accounts prescribed by the Rural Utilities Service (RUS) o f the United States
Department o f Agriculture and are deemed adequate in this area.
Response To Issue 1: No Comment
Response To Issue 2: No Comment

Response To Issue 3 Paragraph 16:
The concept o f using a timeline approach to determine the expense and capitalization
policies lack consistency, and it promotes inconsistencies between like entities. This
SOP provides for different accounting o f similar items because management has not
clearly decided to go forward with a project. In constructing electric utility assets, there’s
a significant amount o f planning, surveying, engineering, and design cost incurred while
management is trying to determine to go forward are expensed under this SOP, while the
same cost are capitalized if management has already made that determination. It would
be more appropriate to defer cost until management intent is clear. If management elects
to go forward on particular projects then that cost should be capitalized and those cost
incurred on abandoned projects should be expensed.
Response To Issue 4:
The SOP’s position on prohibiting capitalizing general and administrative, and overhead
is considered not reasonable. These cost are allowable capital cost under RUS Uniform
System o f Accounts accounting guidelines. The impact o f this proposal to the electric
distribution utilities would create a significant amount o f expense in years o f minimal
construction activity and very little amount o f expense in years o f heavy construction
activity.
There are many support services that cannot be reasonably assigned to direct construction
activities, but these are related cost to the construction o f plant and should be capitalized
rather than expensed. The focus should be on justifiable expenditures related to the
construction activity and not an accounting function. The SOP does not take in account
that there are legitimate general and administrative expenses not directly related to a
specific project that should be capitalized.
Furthermore, from the standpoint o f distribution utility rate-making, failure to capitalize
these costs would inequitably shift the burden o f collection o f these costs from customers
using the plant asset over its useful life to customers during the construction phase o f the
plant assets. Again, the SOP is inconsistent in its application.
Response To Issue 5: No Comment consistent with current practice.
Response To Issue 6:
Generally, there’s agreement with the SOP’s position except for, this SOP eliminates the
capitalization o f cost that extend the useful life o f an asset. The basis for this is that
management would have considered this when first capitalizing the asset and eliminates
the need to capitalize additional cost. When an asset is placed in service, management
cannot know everything about the future use o f the asset or the ability to extend the life
o f that asset. This SOP should provide for an expenditure that extends the useful o f the
asset to be spread over that estimated extended life.

Response To Issue 7:
The SOP proposal would require that cost o f removal be reflected in the results o f
operations in the accounting period in which such cost was incurred. As a distribution
electric utility, we cannot support this position because these costs would inequitably be
shifted from customers using the plant asset to customers during the retirement o f the
plant asset.
In the distribution electric utility operations, the cost o f removal is an integral part o f the
costs associated with providing customers electric service. In accordance with RUS
Uniform System o f Accounts accounting guidelines, this cost has been included in the
depreciation rates used by the electric utility and recovered over the useful life o f the
asset. At the end o f the life o f the asset, the cost to remove the asset has also been
recovered from those consumers benefiting from the use o f the plant asset.
It appears to be the conclusion o f the Financial Accounting Standards Board (FASB)
statement number 143-Accounting for Asset Retirement Obligations, that cost o f removal
can be reasonably estimated it should be recovered over the useful life o f the asset. A
footnote to the SOP explains that this general requirement to expense removal costs will
be modified where required to comply with FASB 143, as FASB 143 had not been issued
at the time the SOP exposure draft was issued.
Response To Issue 8: No Comment from the electric distribution utility.
Response To Issue 9:
There is a general view that planned major maintenance that is deemed periodic and
necessary for the asset to useful over its estimated life should be accruable or deferrable.
As noted in the response to issue 6, costs incurred to overhaul the asset would extend its
useful life and should be recovered over that estimated life.
Response To Issue 10 and 11: No Comment from the electric distribution utility.
Response To Issue 12:
The required use o f component accounting would create an extensive reporting burden to
the electric distribution industry. Component accounting for many assets presents
significant challenges. The cost and effort to implement a component accounting system
is a burden that outweighs the benefits. Group accounting as now employed in the
electric distribution industry provides a reasonable basis for the allocation o f asset costs
over their useful lives. The SOP prohibits the use o f group or composite method o f
depreciation, unless it can be shown by the entity that the asset balances and operating
results under the group or composite method are not materially different from those
obtained under the component method. The SOP does not address the determination o f
material differences between component and group accounting method. Without any

guidelines from the SOP, the method o f determination materiality would require record
keeping for both methods, which is not acceptable.
Response To Issue 13:
We do not agree with the net book value o f plant being charged to depreciation expense
when retired. The alternative is to maintain the use o f group depreciation method that’s
currently being applied in the utility industry. Group depreciation method provides a
systematic and reasonable approach for allocation o f asset costs through depreciation
over the average service life o f the asset group. The average service life implies that
some assets in the group will have longer or shorter lives than the average. We feel that
tracking net book value and expensing it does not significantly improve the degree o f
accuracy and adds considerable costs in the accounting process.
Response To Issue 14:
Composite depreciation will not produce the same results as component accounting
period to period. However, the two approaches often result in approximately the same
total depreciation expense and accumulated depreciation. Due to the burden associated
with the implementation o f component accounting for electric distribution utility, the use
o f composite depreciation should be an acceptable alternative. The SOP should provide
guidelines o f acceptable methods o f comparing composite and component depreciation
without two complete sets o f records. Composite depreciation rates should be allowed if
periodic depreciation rate studies are performed to validate the composite rate. Group
depreciation, where no gain or loss is recognized at retirement, should continue to be
permitted for distribution plant assets such as; substations, poles, electric wires,
transformers, and meters.
Response To Issue 15: No Comment from the electric distribution utility.
Response To Issue 16:
Both options that are provided would place a significant accounting burden on the utility
industry. If this SOP is to go forward a third transition option should be provided to
allow the current accounting for pre-SOP assets until the assets are completely retired.
Response To Issue 17,18, and 19: No Additional Comments.
Each o f the above responses to this SOP poses operational problems for the electric
distribution industry. The detrimental impacts o f each item should be carefully
considered and weighed against any identifiable benefits before the AICPA AcSEC
implements the attendant provision o f the PP&E Accounting Proposal for electric
distribution utilities.

After this cost-benefit and accounting issues review, the AICPA AcSEC believes it
should move forward with implementation o f the major provisions o f the PP&E
Accounting Proposal for electric utilities, we request that certain measures be considered
for the final rule. Statement o f Financial Accounting Standards (SFAS) 71 is never
mentioned in the PP&E Accounting Proposal. Explicitly noting SFAS 71 in the final SOP
would help some o f the rate-making impacts o f the SOP. There should be clear
explanation on how SFAS 71 is to be applied. We recommend the differences noted in
the response to the various issues o f the SOP be recognized on the balance sheet for
financial reporting purposes between rate-making practices. It’s critical to electric
cooperatives that the relationships between regulatory accounting and GAAP accounting
are clear with a goal to make the two as consistent as possible. Therefore, we urge the
AICPA AcSEC to consult with the Federal Energy Regulatory Commission (FERC),
RUS o f the United States Department o f Agriculture, and other utility regulatory
commission staff. If the AICPA AcSEC decides that component accounting will be
required, would be to specify the use o f component accounting for more costly, material
items o f plant, with immaterial items grouped with the larger ones for accounting
purposes. The results o f implementing this recommendation should be lower cost to
electric distribution cooperatives, with minimal material difference in plant balances and
operating results.
SAEC appreciates the opportunity to provide comments on the SOP and respectfully
urges the AICPA AcSEC to consider its views and recommendations. If there are any
questions, please feel free to call David Bailey at 334-566-2060.

Respectfully

Anthony H. Sinclair, CPA “Tony”
Chief Financial Officer
Joe W heeler EMC
Alabama CPA Certificate # 6484

Snapping Shoals
E lectric M embership C orporation
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November 12, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775

Re:

Exposure Draft of a Proposed AICPA Statement of Position, Accounting for Certain
Costs and Activities Related to Property, Plant, and Equipment

Dear Mr. Simon:
Snapping Shoals Electric Membership Corporation (Snapping Shoals EMC) would like to submit
the following comments regarding the above-referenced Proposed Statement o f Position
(Proposed SOP) to the American Institute o f Certified Public Accountants (AICPA). Since
Snapping Shoals EMC operates within the capital-intensive electric utility industry, the Proposed
SOP would significantly impact our accounting policies and procedures, and potentially the
electric rates we charge our customers.
Snapping Shoals EMC is a not-for-profit electric distribution cooperative system whose primary
function is to provide electric power to our consumers who are also our owners. Snapping
Shoals EMC provides electricity to approximately 70,000 consumer-owners in eight Georgia
counties. We would like to offer the following discussion about the effect o f this Proposed SOP
on our industry.

1. The Proposed SOP conflicts with current accounting requirements in the electric utility
industry.
Electric cooperatives are nonprofit organizations that set their electric rates at a level that is
intended to produce revenue approximately equal to their cost o f service. Specific costs that are
allowable for ratemaking purposes result in revenue approximately equal to the costs. The cost
o f service is based on defined cost elements contained in the Federal Energy Regulatory
Commission’s (FERC) Uniform System o f Accounts, as modified and adapted by the Rural
Utilities Service (RUS). The RUS Uniform System o f Accounts is substantially similar to that of
the FERC. We believe that the Uniform System o f Accounts provides the most appropriate
matching o f revenues and expenses.
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The provisions o f the Proposed SOP are inconsistent with general ratemaking practices and the
Uniform System o f Accounts in a number o f ways. The most significant o f the accounting
inconsistencies raised by the Proposed SOP and the associated impact are itemized as follows:
Electric cooperative accounting requirements specify capitalization o f overheads and appropriate
portions o f administrative and general (A&G) costs for construction projects. In addition, they
require capitalization o f preliminary investigation and survey (PS&I) charges. The Proposed
SOP would prohibit capitalization o f overheads, PS&I charges, and A&G costs. Implementation
o f this provision would result in increased earnings volatility, since overhead, PS&I charges, and
A&G costs would be expensed, rather than capitalized. Failure to capitalize these costs would
inequitably shift the burden o f collection o f these costs from customers using the plant asset over
its useful life to customers during the construction period o f the plant asset.
Electric cooperative accounting requirements prescribe the use o f the group and/or composite
depreciation method for plant assets. The Proposed SOP would require the use o f the component
depreciation method unless it can be shown by the entity that the asset balances and operating
results under the group or composite method are not materially different from those obtained
under the component method. Implementation o f this provision would require an administrative
reorganization o f distribution cooperatives to comply with the data collection requirements, as
well as extensive modification to existing accounting systems. In addition, determination of
material differences between the component and group depreciation methods could require
recording costs for both methods, adding significantly to plant record keeping costs.
Group depreciation conventions prescribe that the cost o f removal o f a plant asset, and gains and
losses on normal dispositions o f mass assets be closed to the accumulated depreciation account.
The Proposed SOP would require that the cost o f removal o f a plant asset, and gains and losses
be reflected in results o f operations in the accounting period in which such cost was incurred.
Implementation o f this provision would result in increased earnings volatility, as cost o f removal,
and gains and losses on plant disposition are reflected in the current results o f operations. It is
likely that electric rates could require upward adjustment to provide for the increased uncertainty
o f earnings. In addition, recognizing the cost o f removal and gains and losses in the accounting
period in which such cost was incurred inequitably shifts the burden o f collection o f these costs

from

customers using the plant asset to customers during the retirement phase of the plant asset

Although regulatory prescribed accounting is not considered in and o f itself generally accepted,
the economic effect o f rate regulation is the pervasive factor that determines the application o f
generally accepted accounting principles. In general, electric cooperatives follow the same basic
accounting rules as investor-owned utilities.
Although operational differences such as
nonprofitability and nontaxability have financial reporting implications, both types o f utilities are
considered regulated entities. As such, both types o f utilities are subject to Financial Accounting
Standards Board (FASB) Statement No. 71 Accounting fo r the Effects o f Certain Types o f
Regulation.
Regulators can allow or require certain costs to be included in a period other than the period in
which the costs would be charged to expense by an unregulated enterprise. That procedure can
create assets or liabilities to defer or accelerate the rate recognition o f certain current period costs
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in order to avoid volatility in retail rates. In accordance with FASB Statement No. 71, the
deferred or accelerated current period items are generally shown on the balance sheet as
regulatory assets or liabilities, and the income statement reflects the specific expenses which the
recorded revenues have been designed to recover. In other words, FASB Statement No. 71
basically provides symmetry between utility ratemaking and accounting.
We believe that applying the concepts o f FASB Statement No. 71 and the Uniform System o f
Accounts results in the best possible matching o f revenues with expenses and presents the fairest
representation o f financial position and results o f operations to financial statement users. Given
the symmetry between ratemaking and accounting, utilities implementing the Proposed SOP
would be forced to significantly alter not only their accounting, but also their ratemaking
practices - with potential adverse impacts on consumer electric rates.
If utility regulators do not accept the accounting and ratemaking changes o f the Proposed SOP,
electric utilities would be required to keep two sets o f accounting records. First, utilities would
be required to maintain a regulatory set o f books prepared in accordance with the Uniform
System o f Accounts, which would be used to set retail rates and report to regulators. Second,
they would also have to keep accounting records in accordance with Generally Accepted
Accounting Principles (GAAP) for external financial statement presentation. Such dual sets o f
accounting records would lead to confusion among users, and cause a considerable increase in
cost.

2. The cost of applying the Proposed SOP would exceed the benefits of the accounting
change for electric utilities.
Snapping Shoals EMC believes that implementing the Proposed SOP would create an enormous
number o f tremendously detailed plant accounting records for electric cooperatives. Operating
in the very capital-intensive electric utility industry, electric cooperatives could literally be
required to maintain and account for thousands and thousands o f individual plant assets.
Implementing this Proposed SOP would significantly increase the record keeping requirements
related to property records and impose excessive costs.
It is our understanding that the two major purposes o f this Proposed SOP are to provide
uniformity to items capitalized to plant accounts and to standardize depreciation accounting
methodology. We believe that such uniformity and standardization already exists within the
electric utility industry. Furthermore, due to the unique regulated utility operating environment,
complete accounting uniformity between utility-type enterprises and other types o f businesses is
not necessary or even desirable.
The detrimental impact o f each item should be carefully considered and weighed against the
identifiable benefits before the Proposed SOP is implemented for electric utilities. If the AICPA
decides to proceed with implementation o f the Proposed SOP for electric utilities, including
electric cooperatives, we respectfully request that certain measures be considered for inclusion in
the final rule. These measures would help to mitigate the negative impact o f the accounting rule
on electric utilities. Our recommendations are as follows:
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Specific Recommendations to Mitigate Detrimental Effects of the Proposed SOP:
1. The applicability of FASB Statement No. 71 for affected enterprises should be explicitly
sanctioned in the final accounting rule.
It is not clear if or how FASB Statement No. 71 applies in relation to the Proposed SOP.
Explicitly sanctioning the applicability o f FASB Statement No. 71 and providing a clear
explanation o f how FASB Statement No. 71 is to be applied could lessen some o f the detrimental
ratemaking impacts o f the Proposed SOP. In accordance with FASB Statement No. 71, we
recommend that the following differences be recognized between ratemaking practice and the
provisions o f the Proposed SOP for financial reporting purposes:
■ Rate recovery o f PS&I charges, A&G costs, and overheads associated with construction
projects over the useful life o f the plant asset.
■ Use o f group and/or composite depreciation accounting for ratemaking purposes.
■ Deferral o f gains and losses associated with normal dispositions o f mass assets for
ratemaking purposes.
■ Rate recognition o f the cost o f removal o f a plant asset over the asset’s useful life.
In deciding how FASB Statement No. 71 should be applied, consideration should be given to
obtaining input from utility regulators before changes are made to long-standing electric utility
accounting and, by direct implication, electric retail rates. It is important to electric cooperatives
that the relationships between regulatory accounting and GAAP accounting be clear - with a
goal to make the two as consistent with one another as possible.

2. Allow the use of periodic depreciation studies to demonstrate that the group
depreciation method is allocating the cost of plant assets to expense in a systematic and
rational manner to those periods expected to benefit from the use of the asset.
The Proposed SOP states that in order to use the group depreciation method, the business entity
must demonstrate that the plant balances, accumulated depreciation, depreciation expense, and
gains and losses on disposals o f plant under the group method are not materially different from
results under the component method. Instead o f the use o f a materiality standard between
component and group depreciation, we recommend that p eriodic depreciation studies be used to
demonstrate that the use of depreciation rates under the group method amortizes the cost of the
plant assets over the useful lives o f those assets. These depreciation studies should provide
adequate assurance that the gross plant balances, accumulated depreciation, and depreciation
expense under the group method in use are providing for rational, systematic cost recovery of
plant assets, substantially consistent with the component method over the assets’ lives.

3. If component accounting is required, it should be limited to material components.
The Proposed SOP specifies that a component is a tangible part or portion o f a plant asset that (a)
can be separately identified and depreciated or amortized over its own separate expected useful
life and (b) is expected to provide economic benefit for more than one year.
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If it is determined that component accounting will be required, we believe the better approach
would be to specify the use o f component accounting for material items o f plant, with immaterial
items grouped with larger items for accounting purposes. When there are a large number of
small components, as found in an electric distribution system, we believe that the composite life
may be determined with a reasonable degree o f accuracy. The resulting composite life should
provide a reasonable estimate o f the weighted average o f the expected useful lives o f the asset’s
principal components.

In conclusion, we understand that the original scope o f the proposed accounting rule applied to
certain costs associated with real estate to provide for uniformity in accounting practices. The
accounting provisions proposed may, in fact, be very appropriate and beneficial to those initially
targeted industries. However, for electric cooperatives, the accounting provisions as currently
proposed are not the most appropriate and should not be applied.
The National Rural Electric Cooperative Association (NRECA), our national trade association is
also responding with comments on the Proposed SOP on behalf o f its membership. Based on our
review o f their response, we support NRECA’s comments.
We appreciate the opportunity to provide comments on the Proposed SOP and respectfully
request your consideration o f our views and recommendations.
Sincerely yours,

Barbara Kitchens, C.P.A.
Vice President o f Corporate Services
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Phone (918) 756-5421

CHARLES B. DAVIS, P.C
CERTIFIED PUBLIC A C C O U N T A N T

PO Box 846- 205 S Grand Ave
OKMULGEE, OKLAHOMA 74447-0846

November 13,2001

Mr. March Simon
Technical Manager
Accounting Standards, File 4210.CC
American Institute of Certified Public Accountant
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Simon:
This letter is in objection to the AICPA’s Proposed Statement of Position concerning the accounting for
certain costs and activities related to property, plant, and equipment I have done computer and accounting
work for a rural electric cooperative for over 30 years. No small part of that has included accounting for
construction, retirement and improvement of the electrical distribution system. My objections are:
1.

The required use of component accounting for PP&E would create a burden of record keeping even
with computer systems. In my 42 plus years in accounting, I have never seen were someone has
purchased a truck and broke it down into components to depreciate each item. I have seen some
component accounting concerning buildings. And that has been limited to major equipment just as
heating and air conditioning systems.

2.

When an asset is traded for a new asset the remaining basis of the old asset is added to the basis of
the new asset. Most of the time the retirement of part of the system is replaced by an upgrade. Not
much different than trading the old in on the new.

3.

In the construction and manufacturing process, no small part of indirect costs—including
administration and general expenses—is part of the cost of construction and manufacturing. Should
a contractor be employed to construct a mile of electric line, the amount paid to the contractor
would be the cost for that mile of line. The contractor sets his price in order that he may make a
profit. And that profit includes a charge for indirect cost. IRC Section 236a requires such a
capitalization to inventoiy in the manufacturing process.

This proposal must be reevaluated.
Sincerely,
CHARLES B. DAVIS, P.C.

Charles B. Davis, CPA

* Member American Institute o f Certified Public Accountants

A m e r ic a n G a s A s s o c ia tio n

November 15, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
N ew York, NY 10036-8775
RE:

Comments o f the American Gas Association on the proposed Statement o f
Position, “Accounting for Certain Costs And Activities Related to Property’, Plant,
and Equipment.”

Dear Mr. Simon:
The American Gas Association (AGA) is pleased to submit its comments concerning the
Exposure Draft o f the Proposed Statement o f Position (Proposed SOP or Exposure Draft),
"Accounting for Certain Costs and Activities Related to Property, Plant, and Equipment."
The AGA represents 189 local natural gas utilities that deliver natural gas to almost 60
million homes and businesses in all 50 states. Additionally, the AGA provides services to
member natural gas pipelines, marketers, gatherers, international gas companies and a
variety o f industry associates.
Due to the high level of regulation and the unique aspects o f accounting encountered in
the natural gas industry, the AGA has significant concerns with certain aspects o f the
Proposed SOP. With regard to component method accounting and expensing general and
administrative overheads, early-stage project costs, and the net book value o f retirements
related to replacements, the Proposed SOP is in direct conflict with regulatory accounting
and rate-making methodology.
The A G A ’s comments are discussed below for the Committee’s consideration.

Rate Regulation
Many o f the AGA members account for their rate-regulated operations by applying SFAS
No. 71, “Accounting for the Effects o f Certain Types o f Regulation.” Under SFAS No.

400 N orth Capitol St., NW, W ashington, DC 20001

■ Telephone 202-824-7000, Fax 202-824-7115

■ w w w .aga.org

71, a rate-regulated entity records regulatory assets or liabilities when the timing o f
expense recognition does not match the timing o f the recovery o f the associated costs
through revenues. Regulatory assets are created when costs are incurred in advance o f
recoveries, and regulatory liabilities are created when recoveries occur in advance o f the
costs.
The regulatory assets or liabilities are recognized in earnings when the
corresponding revenues or costs are recognized in earnings. The impacts o f this
Proposed SOP would create significant differences in the recognition o f costs for GAAP
purposes versus the recovery o f those costs under rate-regulation, assuming no changes in
regulatory requirements. The differences would result in the maintenance o f two sets o f
books, additional reconciliation effort, and added confusion for the financial statement
users.
A regulated entity makes money through a regulated return on investment. The return is
calculated from a formula that applies a measure o f an entity’s cost o f capital to its rate
base. Rate base is the amount o f capitalized costs that have been prudently invested in
the business. The starting point is property, plant, and equipment based on GAAP. If the
Proposed SOP changes the amounts that can be capitalized, a reduction in an entity’s
return on investment may occur, which would result in an undesirable economic
outcome.

Project Stage Framework
The AGA recommends that the preliminary stage o f the project stage framework be
consolidated with the preacquisition stage so that costs incurred during the preacquisition
stage are evaluated for capitalization based on the character, rather than the timing, o f the
costs. The project stage framework a s recommended by the AGA would contain three
stages, rather than four as described in the Exposure Draft, eliminating the subjective
measure o f probability that marks the end o f the preliminary stage and beginning o f the
preacquisition stage.
Some o f the costs incurred during the early stages o f projects are material to the related
projects and operations o f the companies within the natural gas industry. The character
o f these costs implies that they are capital in nature, meet the definition o f assets as
described in Statement o f Financial Accounting Concepts (SFAC) No. 6, “Elements of
Financial Statements,” and are capitalized under regulatory accounting guidance. For
example, engineering studies and environmental compliance reviews performed during
the preliminary stage o f pipeline expansion projects provide future economic benefits in
that they are a necessary part o f the framework upon which the projects are completed
and are capitalized by rate-regulated entities. The result o f accounting for costs
differently between books based on regulatory accounting and GAAP accounting as
prescribed in the Proposed SOP, assuming no changes in regulatory requirements, creates
significant additional effort in the maintenance o f two sets o f books and adds confusion
on the part o f those who use the published financial statements.
The interjection o f the concept o f probability into the criteria for determining whether or
not to capitalize specific costs would add a layer o f subjectivity to capitalization

decisions. Under the Proposed SOP, capitalization decisions would be made for millions
o f items annually based not only on the character o f the items, but on the timing o f the
costs related to the items. Costs having similar characteristics would be treated
differently based on timing rather than the characteristics o f the costs as they relate to the
definition o f assets per SFAC No. 6. In the natural gas industry, most o f the fixed assets
are constructed by company personnel. The element o f timing would add confusion to
employees outside o f the accounting areas who code many o f the originating documents
for capital projects and operation and maintenance expenses. For example, timesheets
and accounts payable vouchers are often completed by operating personnel at remote
locations.

Component Method Accounting
The AGA strongly disagrees with component method accounting as described in the
Exposure Draft. In light o f the significant investments required to manage the details o f
component method accounting and the decoupling o f the depreciation methods required
by regulatory accounting and GAAP, the AGA recommends that AcSEC exclude rateregulated entities from the scope o f the Proposed SOP as it relates to component method
accounting.
GAAP provides for depreciation in Accounting Research Bulletin No. 43, Chapter 9,
“Depreciation,” as follows:
“The cost o f a productive facility is one o f the costs o f the services it renders
during its useful economic life. Generally accepted accounting principles
require that this cost be spread over the expected useful life o f the facility in
such a way as to allocate it as equitably as possible to the periods during
which services are obtained from the use o f the facility. This procedure is
known as depreciation accounting, a system o f accounting which aims to
distribute the cost or other basic value o f tangible capital assets, less salvage
(if any), over the estimated useful life o f the unit (which may be a group o f
assets) in a systematic and rational manner. It is a process o f allocation, not o f
valuation.”
Rate-regulated entities in the natural gas industry apply a statistical group depreciation
approach that is both systematic and rational. The approach is referred to as the
composite method. The composite method depreciation rates are derived from widely
accepted statistically based book depreciation studies that identify average service lives,
retirement dispersion, and net salvage. These studies also test the adequacy o f the
accumulated depreciation reserve. Once the depreciation rates are established, they are
applied to groups o f assets not individual assets. In the application o f component method
accounting, if an asset remains in service for a period that is longer than its estimated
useful life, depreciation is front-loaded with little or no depreciation recorded in the years
beyond the original expected useful life. The composite method contemplates the useful
lives o f all assets in service, resulting in depreciation estimates that match the productive
capabilities o f the assets in service.

If rate-regulated entities maintain regulatory books based on the composite method but
employ the component method for GAAP reporting purposes, assuming no changes in
regulatory requirements, two sets o f books would be maintained by each entity. For
those entities following SFAS No. 71, significant effort would be required to record and
track regulatory assets and liabilities where depreciation derived using the proposed
component method differs from the recovery o f composite method depreciation expense
in rates. The results o f operations would be similar under either method, because the
impacts o f capitalization and depreciation differences would be removed via the use o f
regulatory assets and liabilities. Any added balance sheet activity resulting from changes
in regulated assets and liabilities would add confusion for the financial statement user.
In applying composite method accounting to an entity’s fixed assets, the original cost o f
an asset that is replaced is charged to the accumulated depreciation reserve thus
maintaining rate base at its level o f investment. The Proposed SOP would require a
charge to depreciation expense for the net book value o f property, plant, and equipment
being replaced. The charge to depreciation expense may reduce rate base and preclude a
full return on investment in some cases. Although the effects o f the charge to
depreciation expense may be offset by the creation o f a regulatory asset, uncertainties
would exist as to whether or not the regulatory asset would be allowed as a component o f
rate base in future rate proceedings.
In addition to the regulatory and return on investment concerns, compliance with the
Proposed SOP would require significant investment without a corresponding benefit.
The costs associated with the increased level o f detail required to maintain components
and calculate depreciation at a component level would greatly outweigh any potential
gains. Significant investments in computer systems and staffing levels would be
necessary to capture and maintain the data required by the Proposed SOP. Moreover, the
AGA believes that the financial results o f applying the Proposed SOP would not be
materially different from that generated using the currently accepted methods employed
by rate-regulated entities today.
Paragraph A-48 o f the Proposed SOP provides for the use o f alternative methods o f
depreciation, but only if the result is not materially different from that provided by the
use o f the component method. While the Exposure Draft acknowledges that other
methods o f depreciation are acceptable, the required test involves the application o f
component method accounting to establish a benchmark. The substantial amount o f
effort required in establishing the benchmark (i.e. applying component method
accounting) discourages the use o f any alternative method. Assuming the test would
have to be performed on a regular basis, the required effort and associated costs would
strongly discourage the use o f alternative methods.
The natural gas industry is a highly capital-intensive industry. Companies in the rateregulated natural gas distribution and pipeline transportation segments o f the natural gas
industry alone incurred $10.8 billion in capital expenditures during 1999. Assuming that
capital expenditures are a proxy for depreciation and that the average depreciation rate

for the assets in these two segments is 2.75%, an estimate o f the amount o f fixed assets
affected by the Proposed SOP for these two segments alone can be extrapolated,
amounting to approximately $400 billion. If the average component costs $5,000, the
Proposed SOP would require detailed accounting records for approximately 80 million
components. On an annual basis, additional detailed records would be created for an
estimated 2.2 million new components. The average industry participant would maintain
detailed accounting records for hundreds o f thousands o f components, while larger firms
would have millions o f components to manage. The “retirement unit” is the utility
industry’s closest parallel to the concept o f a component. However, retirement units
allow for the aggregation o f assets based on similar characteristics (for example, valves),
rather than the separation o f assets based on useful lives. Retirement units are rolled-up
by type into plant accounts and depreciated based on composite method rates. For
natural gas industry entities, the number o f assets in a single depreciable group can
amount to over a million items.

Accounting for Costs Incurred - Overhead
The AGA recommends that AcSEC allow for the capitalization o f general and
administrative costs for rate-regulated entities commensurate with those capitalized for
regulatory purposes. The Gas Plant Instructions o f the FERC Uniform System o f
Accounts call for the capitalization o f “general administration.” Expensing general and
administrative costs as incurred per the Proposed SOP would result in additional
differences between the regulatory books and the GAAP books and inappropriately lower
the investment that a regulated entity’s return is based on. The reduction in capitalized
investment would have a negative economic impact on the entity.
Paragraphs 25 and 29 o f the Proposed SOP require the expensing o f internal general and
administrative overhead costs and appear to conflict with paragraph 26 which allows the
capitalization o f general and administrative overheads inherent in third-party transactions.
The Proposed SOP appears to encourage the use o f third parties for the construction o f
assets. This is in conflict with one o f the core competencies developed at entities within
the natural gas industry, which is the construction o f specialized assets.
The AGA
believes that the development o f this construction competency results in efficiencies that
translate into lower rates for the consumer. The Proposed SOP would result in differing
accounting results based solely on whether an asset is constructed internally or by a third
party.

Accounting for Costs Incurred - Costs of Removal
The AGA member companies recommend that regulated entities be allowed to continue
the practice o f accruing for costs o f removal in a manner that coincides with the recovery
o f those costs for regulatory purposes. Additionally, the AGA recommends that the
interaction o f the Proposed SOP with SFAS No. 143 be clarified. Expensing costs o f
removal as incurred per the Proposed SOP appears to be in conflict with SFAS No. 143
when a legal obligation exists whose fair value can be reasonably estimated.

Current practice in the natural gas industry includes the accrual and recovery o f removal
costs, net o f salvage, over the life o f the affected assets. The theory behind this approach
is that the removal costs and salvage relate to the entire operating life o f the asset, not
simply the period in which the cost is incurred. Expensing costs o f removal as incurred
per the Proposed SOP adds another difference between the regulatory and GAAP books.

Effective Date and Transition
As previously stated in these comments, the AGA strongly disagrees with component
method accounting as described in the Exposure Draft. The AGA proposes that AcSEC
exclude rate-regulated entities from the scope o f the Proposed SOP as it relates to
component method accounting. To the extent that rate-regulated entities would be
affected by the Proposed SOP, the AGA recommends that the effective date be
established as the first fiscal year beginning eighteen months after the issuance o f the
final SOP to allow sufficient time to develop systems and increase staffing levels.

Conclusion
In the areas regarding component method accounting and the expensing o f
general and administrative overheads, early-stage project costs, and the net book value o f
retirements related to replacements, the Proposed SOP is in direct conflict with regulatory
accounting and rate-making methodology. Additionally, the interaction o f the Proposed
SOP with SFAS No. 143 is unclear. For the reasons mentioned throughout this Response
Letter, the AGA strongly recommends that the AcSEC exclude rate-regulated entities
from the scope o f the Proposed SOP as it relates to these issues and adopt the
recommended changes involving the project stage framework and effective date.
Very truly yours,

Richard Bange
Chairman, Accounting Advisory Council

November 15, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
AICPA
1211 Avenue of the Americans
New York, New York 10036-8775
Re: Proposed Statement o f Position: Accounting fo r Certain Costs and Activities Related to
Property, Plant and Equipment
Dear Mr. Simon:
On June 29,2001, the Accounting Standards Executive Committee (AcSEC) published an
exposure draft entitled, Accounting fo r Certain Costs and Activities Related to Property, Plant,
and Equipment (proposal). Based on our review of this proposal, we believe the financial
reporting of the rail industry, as one of the most capital-intensive industries, will be adversely
affected to a significant degree by the proposed changes in accounting for property, plant, and
equipment.
W e understand the railroad industry has filed with AcSEC detailed comments covering its
industry-specific concerns about the proposal. We, the undersigned rail industry analysts and
investment bankers working for major Wall Street firms, are providing the following comments
on the effects that the proposal would have from our perspective as advisors to current and
potential investors in rail industry securities.
The rail industry, which is regulated by the Surface Transportation Board (STB), is required to
follow, for accounting purposes, the Uniform System of Accounts for Railroad Companies. In
our work, we carefully scrutinize the financial data reported by the railroads to the STB, and
have developed confidence in the underlying accounting procedures, including those relating to
fixed assets. In addition, we heavily depend on the comparability among all railroads that is
obtained with the STB-approved depreciation studies. W e are concerned that the changes
proposed by AcSEC would reduce the quality and value of the rail industry’s financial
presentations in several respects:
•

The proposal would require railroads to switch from group accounting (for like assets,
such as wooden ties) to component accounting (for individual assets or small groups of
assets with the same expected lives). We believe that this will lead to inconsistencies in
the way each railroad chooses components and, therefore, we (together with all financial
statement users) will lose the ability to compare between the railroads. Analysts rely on
the STB’s procedures in assessing the adequacy of depreciation expense and new
investments in track structure and rolling stock. Adoption of component accounting will
also affect the timing of gains and losses related to track structures and rolling stock.
Under group accounting normal gains and losses are recognized through the depreciation
rate over future periods. Under component accounting gains and losses will be
recognized immediately. Due to this "front load" effect, we believe that component
accounting will significantly distort the industry's depreciation expense and provide less
meaningful reporting to users of railroad financial information.

•

The proposal would require railroads to expense in the current period certain costs that
are clearly related to capital projects, instead of capitalizing them and amortizing them
over the life of the projects (as is current practice). Specifically, the proposal would
require railroads to expense certain overhead costs that are not directly identifiable with a
single project (e.g., design, engineering, planning, and supervising construction),
although these costs clearly would not have been incurred in the absence of the capital
projects. The proposed AcSEC treatment would distort the picture of the industry’s
earnings in any particular period, depending on the current level of capital programs.
This treatment raises serious concerns that the proposed approach could provide
incentives for a railroad to adjust its capital program based upon its potential effects on
earnings, instead of investing based upon the longer-term benefits from the capital
investments. Currently, under STB reporting, this is not a problem.

•

As written, the proposal does not allow for retroactive application. Unless the proposal is
applied retroactively, with a one-time adjustment for the accounting rule changes,
railroads will be reporting both the full current expenses for overhead costs and removal
costs (as discussed above) in addition to depreciation charges for old projects that
incorporate these types of costs. This doubling up of these expenses would depress
reported earnings for many years in the future.

•

Currently STB reporting is comparable to the SEC reporting. If this proposal is adopted
as written, we will find major inconsistencies between these two sets of reporting
requirements that will create uncertainty and confusion for investors. More importantly,
the current comparability among railroads would be eroded by different policies at
various railroads.

To summarize, we believe that the financial reports produced by the railroad industry under the
existing Uniform System of Accounts provide a clear representation of the industry’s capital
investment activities. The railroad industry has a history of providing conservative and accurate
financial statements. In our opinion, the proposed changes to the accounting rules for property,
plant, and equipment, when applied to the rail industry, would result in a diminution of the
quality, accuracy and comparability of financial information available to investors. This could
raise the cost of capital for many railroad companies that do not currently earn their cost of
capital, as measured by the STB.
W e thank you for the opportunity to submit our comments.

Gary Yablon
Credit Suisse First Boston

Michael Lloyd
Deutsche Banc Alex Brown

DuPont Finance
Wilmington, DE 19898

DuPont Finance

Vice President

November 14, 2001

Mr. Marc Simon, Technical Manager
Accounting Standards, File 4210.CC
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Simon:
We appreciate the opportunity to comment on AcSEC’s June 29, 2001 Exposure
Draft of the Proposed Statement of Position, Accounting fo r Certain Costs and Activities
Related to Property, Plant, and Equipment. Rather than comment on the specific issues
cited by the Committee, we have set forth below our principal areas of concern with
respect to the Exposure Draft.
First, we disagree with AcSEC’s position concerning prohibition of accrual of a
liability for the estimated costs of a planned major maintenance activity. AcSEC’s basis
for its position was summarized as follows:
“AcSEC rejected the accrue-in-advance method because AcSEC does not believe that
estimated future repair and maintenance costs represent a liability as defined in FASB
Concepts Statement No. 6. Specifically, prior to the performance of the planned major
maintenance activity, an entity does not have a present unavoidable duty or responsibility
to sacrifice assets in the future. Moreover, AcSEC does not believe that there has been an
obligating event prior to the maintenance activities being performed.”

We believe AcSEC’s position is not consistent with the expanded definition of a
liability found in FASB Concept Statement No. 6. Concepts Statement No. 6 provides not
only for contractual and legally enforceable obligations, but also for the recognition of
constructive obligations: “A constructive obligation is created, inferred, or construed from
the facts in a particular situation rather than contracted by agreement with another entity or
imposed by government.” We maintain that under the “going concern” concept it is
presumed that a company will recover the cost of the investment in its assets. This
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presumption carries with it certain obligations. For a company that conducts planned
major maintenance activity, a constructive obligation to conduct such activity is created or
inferred by the use of PP&E for without such activity the going concern concept is no
longer valid. Concepts Statement No. 6 goes on further to clarify constructive obligations:
“An entity may incur equitable or constructive obligations by actions to bind
itself or by finding itself bound by circumstances rather than by making
contracts or participating in exchange transactions. An entity is not obligated
to sacrifice assets in the future if it can avoid the future sacrifice at its
discretion without significant penalty. The example of an entity that binds
itself to pay employees vacation pay or year-end bonuses by paying them every
year even though it is not contractually bound to do so and has not announced a
policy to do so has already been noted (paragraph 40). It could refuse to pay
only by risking substantial employee-relations problems.”

We maintain that this clarification is equally applicable to planned major maintenance
activities and that a company could refuse to pay for such costs only by risking
substantial production problems.
We further maintain prohibiting the accrual of costs of planned major
maintenance activities is not consistent with the matching principles found in Concepts
Statement No. 6. Treating such costs as expenses in the year they are paid moves
reporting from the accrual to cash basis accounting and detracts from meaningful
comparisons of period-to-period income. Accrual of such costs has long been an
acceptable practice under generally accepted accounting principles and provides a
reasonable basis to systematically reflect such costs in income and promotes period-toperiod income comparability.
Accordingly, we recommend AcSEC reverse its position with regard to
prohibiting the accrual of future planned major maintenance activities. If AcSEC retains
its position, we recommend the SOP’s transition provisions provide for a prospective
application of the “expense as paid” method for those entities currently on the accrued
liability method. A prospective application would (1) avoid the distortive income
statement impact of reflecting expenses in prior periods, a current reversal of those
expenses at time of adoption and subsequent recording of expenses, and (2) be consistent
with other provisions of the SOP which allow prospective application.
Second, we disagree with mandating component accounting for determining
depreciation. Though AcSEC acknowledges in its “Basis for Conclusions” that various
group and composite depreciation methods have developed in practice, it only provides
for such methods if they produce results that are not materially different from those
obtained under the component method. We maintain that companies that employ group
or composite methods are doing so not only because they produce results that are

reasonable but for substantial cost vs. benefit reasons as well. By requiring companies to
test these methods vs. the component method to ensure they materially conform may
potentially require companies to incur inordinate expenses for questionable benefits. We,
therefore, recommend that group and composite methods of accounting and depreciation
be specifically identified as permissible methods provided they produce reasonable
allocations of costs over the life of the related assets as measured by an entity’s
replacement history.
Lastly, we disagree with AcSEC’s position with regard to the restriction of an
entity’s cost subject to capitalization in the Preacquisition and Acquisition-orconstruction stages to payroll and payroll benefit costs for employees (and third parties
who are not independent of the entity). By excluding a reasonable amount of overhead
from capitalization, the position is inconsistent with (1) the total costs incurred by the
entity in construction activities, and (2) the position AcSEC has taken with regard to
independent third party costs to be capitalized. Further, it distorts current period income
by charging construction related overhead to income in the period incurred. To overcome
these deficiencies, we recommend AcSEC uniformly provide for capitalization of a
reasonable amount of overhead, regardless of whether the construction activity is
conducted by an entity’s employees or independent third parties. This approach is further
supported by the position adopted by the FASB in SFAS No. 34, Capitalization of
Interest Costs.
Thank you for considering our comments.

Very truly yours,

John P. Jessuj
Vice President & Controller

JULIE T. NORRIS
DIRECTOR
OFFICE OF SPONSORED PROGRAMS
ROOM E l9-750

77 MASSACHUSETTS AVENUE
CAMBRIDGE MA 02139
TELEPHONE 617-253-2492
E-MAIL: JNORRIS@MIT.EDU

November 15, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re: Exposure Draft, Proposed Statement of Position, Accounting for Certain Costs and
Activities Related to Property, Plant, and Equipment
Dear Mr. Simon:
The Massachusetts Institute of Technology (MIT) is pleased to submit its comments regarding
the AICPA proposed Statement of Position (SOP), Accounting for Certain Costs and Activities
Related to Property, Plant and Equipment. Normally, MIT supports the AICPA and FASB
position that Not-For-Profits follow the accounting standards applicable to For-Profit entities.
However, the proposed SOP on PP&E is an exception. We believe that, for the reasons outlined
below, Not-For-Profits should be exempt from this proposed SOP.

Impact on Tax Exempt Borrowing
The use of tax-exempt bonds provides not-for-profit entities with a relatively low cost source of
borrowing for new construction. In fact, the Federal government in recent years has made
regulatory changes to encourage universities to take advantage of tax-exempt funding. If the
Exposure Draft were implemented as proposed, Not-for Profits would have their tax-exempt
borrowing limits decreased. The standard under the Federal income tax laws is the 120% test (i.e.
that the average maturity of the Bonds must not exceed 120% of the average reasonably expected
economic life of the facilities being financed.) The expected economic life is often the useful
life used in the entity’s financial statements. Also, the amount of assets being financed is also
based on the financial statement values.
The limit will be reduced by two changes called for in the draft:
1. The proposed SOP establishes a “Project Stage Framework” for determining proper
treatment of costs and would require that PP&E related costs incurred during the
reacquisition, acquisition or construction and in-service stages be charged to expense
unless directly identifiable with the specific PP&E. In addition, the proposal states,

“All general and administrative and overhead costs incurred, including all costs of
support functions, should be charged to expense.” This change will reduce the costs
that can be capitalized and force universities to find other sources of funding to pay
costs that no longer qualify for capitalization.
2. The proposed SOP would also require componentization of all PP&E. This will
reduce the useful life of the PP&E.
These changes will reduce the amount that can be borrowed in the tax-exempt market and
decrease the length of bond maturity. Not-For-Profits should be able to borrow in the tax-exempt
markets to ensure that they are borrowing at the lowest possible cost. Higher borrowing costs
means the increased cost will need to be passed on to the clients of the Not-For-Profit. In MIT’s
case, it will increase the cost of education and research that will need to be borne by students and
sponsors.

Impact of Cost Accounting Changes on Federal Reimbursement
The AICPA proposal will result in less construction costs being capitalized and higher current
period costs. This will cause an increase in calculated Facilities and Administrative (F&A) rates
which may not be recovered. Institutions already under pressure from faculty, sponsors and the
Federal government to minimize the growth of F&A costs will find it increasingly difficult to
recoup the additional non-capitalized costs resulting from the SOP.
The proposed SOP would require institutions such as MIT to change their cost accounting
practices. Changes of this nature cannot be made by universities unilaterally. Cost Accounting
Standards (CAS) regulations require institutions to obtain prior approval from the Federal
government before making such a change. The process for obtaining approval requires a revision
to the institution’s CAS disclosure statement and an estimate of the cost impact of the change.
Not only is the approval process time-consuming and prone to significant delay, there is no
guarantee that approval will be granted, especially for changes that increase the cost to the
government. Since the proposed SOP will increase F&A costs, this reduces the likelihood that
the proposed change will be approved by government negotiators.

Accounting for Existing PP&E
The proposed transition rule would have the new SOP apply for all costs incurred beginning with
fiscal years after June 15, 2002. However, the Exposure Draft calls for changes in accounting for
existing PP&E that would in fact call for component accounting. We are concerned about this
proposal for two reasons:
1. It will increase the cost of administering capital projects and preparing financial
statements with little benefit. Segregating and tracking costs in the project stage
framework would be administratively burdensome, require changes to existing
systems and would provide no tangible benefit to the institution. Furthermore, the
proposed rules governing componentization of PP&E are in conflict with the
accounting practices prescribed in Office of Management and Budget Circular A-21.
Currently, universities are allowed to be selective in choosing buildings for
componentization. Under the SOP the university would be forced to componetize all
buildings.

2. As noted above, Not-For-Profits have borrowed monies based on the current
accounting standards and either one of the choices for existing PP&E may put
issuers of tax-exempt debt in default of bond covenants.

The university community is made up of both private and public institutions. However, the
proposed SOP would be applicable to only the private institutions that are subject to FASB.
Such a change would distort the comparison of private versus public institutions and exacerbate
differences in F&A rates, a constant source of concern and criticism in government circles.
Such inconsistent application of accounting rules would not be beneficial for universities and
could significantly widen the gap in data comparability between private institutions and publics.
In summary, we believe the costs of changing accounting standards for PP&E far outweigh any
benefits of this proposal. In fact it is not clear that the investment that would be necessary to
implement the SOP would provide any benefit to the users of the institutions financial
statements. We appeal to the AICPA to exempt universities from the application of the SOP. If
the AICPA decides to include universities in the implementation of the SOP, in spite of
opposition by the higher education community, we propose that the transition rule for Not-ForProfits be invoked which would allow institutions to account for existing PP&E using the current
accounting standards.

Sincerely,

Julie T. Norris

Cc:

J. Morgan
T. Mullen
P Fitzgerald
J. Donahue

Alabama Electric Cooperative, Inc.
Post Office Box 550
Andalusia, Alabama 36420
334.427.3242
Fax: 334.222.7785
ferrell.walton @powersouth.com

A Touchstone Energy® Cooperative

F. Ferrell Walton
Vice President Chief Financial Officer
Financial Services
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Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.cc
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
RE:

Exposure Draft - Proposed Statement of Position: Accounting for Certain
Costs and Activities Related to Property, Plant, and Equipment

Dear Mr. Simon:
Alabama Electric Cooperative, Inc. (AEC) is a Generating and Distribution
Cooperative that has been in business for over 60 years. AEC serves upper north
east Alabama, Central Alabama through South Alabama and the panhandle of
Florida. AEC is member owned by 21 cooperative members - 12 distribution
cooperatives in Alabama and 4 in Florida, four municipalities and one
manufacturing company. These utilities serve over 351,000 consumers.
AEC is responding to the PP&E Accounting Proposal as requested by the
Accounting Standards Executive Committee of the AICPA. AEC’s comments are
directed to only certain specific issues that impart it and it’s members the most
negatively.
Issue No. 4: Non Capitalization - G & T Costs: This issue eliminates on a
broad scale the general and administrative costs that are currently capitalized into a
G&T’s capital or work projects. AEC has found that in a number of its projects
that it is more cost effective and efficient to handle the total project with current in
house resources whenever possible. Even when AEC does elect to bring in third
party contractors, AEC staff and support personnel work on the project to varying
degrees to assure adherence to the contracts. This issue would cause significant cost
increases and cost spikes to AEC’s members and ultimately cost increase to the
individual consumers.
Additional cost and less flexibility would be created in that in-house services
in particular legal, finance and accounting, and marketing would be encouraged to
contract to third parties. The issue states that G&T cost of third parties is direct
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cost and thus should be capitalized. This statement appears to create a double
standard of recording cost and capitalizing cost as it recognizes that third parties
have various forms of overhead, whereas this cost will be allowed to be capitalized
as part of their direct cost in the project, but not the owner of the project.
Finally additional costs will be created for AEC and other electric
cooperatives by having to keep a second set of books to meet the AICPA standard
and the FERC policies of long standing that allow capitalization of such costs to
major projects. FERC’s rules are designed to maintain a more stable rate structure
to the member owner and ultimate consumer.
In paragraph 28.b and Footnote 7, the content is inconsistent with current
utility accounting practices as it relates to the testing of a new generating unit.
Paragraph 28.b and Footnote 7 indicates that when the first unit is produced by the
generating plant, all future revenue and cost should not be capitalized and the unit
is to be considered ready for intended use. This is far from the actual real life
situation. A unit will go through many weeks and even months before it is
considered acceptable for the production of units as originally designed. In the
meantime, it is producing units and there are uniform accounting rules followed
under FERC.
Issue No. 7: Removal and Demolition Costs: Paragraph covering this subject does
not take into consideration the cost economics added to property through
demolition activity and is contrary to FERC guidelines. Property whether currently
owned, or to be purchased, should have the demolition cost capitalized to it if the
purpose of the demolition is to improve the site for current operations, thus adding
value to the property or to new property as it has been bought for a specific new
project with demolition costs taken into consideration for its development.
Again, this measure would place an additional unnecessary work burden on
the accounting staff of keeping one set of books to meet the reporting requirements
of FERC and the other set to satisfy GAAP for outside financial presentations.
Issue No. 8: Planned Major Maintenance: The issue here is to no longer allow the
accrual of major maintenance costs associated with a utility’s generating plant.
These maintenance expenditures are major costs and are not necessarily an
occurrence that happens each year on the same unit. It has been the standard in the
utility industry to write these costs off over the expected life of the expenditure,
which is usually until the next time it is required. Major maintenance on utility
generation plants are generally planned and predictable as they are set according to
the manufacturer’s schedule for such. These costs are passed through to consumers
in their rates so they do not need to be expensed when spent as it will sporadically
cause price spikes. These costs need to be spaced over a number of years. Here
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again is a potential for accounting difficulty, unnecessary increased costs, and two
sets of books.
Issue 12 - 13 - 14: Component Accounting: For AEC and the utility industry to
convert to component accounting of assets would place a very heavy burden on it.
This burden would be composed of increased costs in the form of an additional
property accounting staff and new software applications. This change in accounting
would effect the cost of service rates charged to customers by increasing costs
unevenly for asset write-off of remaining book value being charged to expense
instead of to the depreciation reserve. If the utility industry, which has very large
units that are composed of multiple components, has used composite accounting
consistently and successfully and all associated with the industry, understand it, why
increase its costs for a very likely negligible change in end result? The burden in the
change and maintaining it do not seem to justify the means.
In summary, if these changes are adopted and required of the industry as
outlined in paragraph 71, it will take more than one year, if not years to fully adopt
and implement and this does not take into consideration whether FERC accepts or
rejects. AEC and probably other similar companies have hundreds of millions, if
not billions of dollars worth of assets on the books encompassing many years being
accounted on the composite method. The systems and assets simply cannot be
converted in a year. Even if the method in 71b is used, AEC could not implement
new software, load the assets and begin a new accounting method for assets in six
months prior to its calendar year-end.
Thank you for the opportunity to respond to your proposed position, and
respectively request that the Committee reconsider its position and withdraw the
proposal.
Sincerely,

F. F. Walton
FFW:tlg

CASE WESTERN RESERVE UNIVERSITY

November 15, 2001

Mr. Marc Simon
Technical Manager
Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

R e:

Comment to (ProposedStatement o f Position: Recountingfor Certain Costs and Activities
(Related to Property, Plant, and Equipment

Dear Mr. Simon:
This letter is to express Case Western Reserve University’s comments on the June 29,
2001, Exposure Draft (ED) referenced above. We appreciate this opportunity to
comment.
The University recognizes the value of effective reporting standards to ensure the
presentation of timely and useful financial information to our stakeholders. The
University also appreciates that the costs associated with collecting and presenting this
information must be balanced against the anticipated benefits to be derived from it. In
terms of not-for-profit entities, it is not clear what issues the proposed standard serves to
address nor what benefits would be obtained.
As an institution receiving federal funds for sponsored research and training programs,
the University is particularly concerned with the standard’s potential impact on our
compliance with the Office of Management & Budget’s (OMB) Circular A-21, Cost
Principlesfor educational Institutions. Paragraph J(12)(a)(2) of A-21 mandates that
institutions claiming reimbursement for facilities costs as part of their indirect cost
recovery rates utilize the same depreciation accounting method for costing purposes as is
used for financial reporting. The University negotiated a four-year rate agreement with
the Department of Health and Human Services (DHHS), our cognizant federal agency,
which took effect on July 1, 2000. Under the changes proposed by the ED, not only
would the University incur considerable costs related to implementing the proposed
project stage framework, but also the additional costs related to submitting the required
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disclosures to DHHS. Universities that are already at the 26% administrative cap, such as
Case Western Reserve University, may not be able to recover the costs associated with
complying with the ED. In short, the benefits do not justify the related costs, regardless of
whether these costs are recoverable via the facilities and administrative cost rate.
Furthermore, the fact that the University could potentially be deemed “out of
compliance” with the requirements of 0M B Circular A-21 is troubling given OM B’s
concerns about the impact of the standard, as well as its uncertain response.
Therefore, Case Western Reserve University asks that the proposed standard be amended
so that it is not applicable to not-for-profit organizations. We believe this will avoid
unnecessary expense that may or may not be passed on to the government in the form of
increased indirect costs. Also, making the standard not applicable to not-for-profit
institutions will not have an adverse impact on the quality and usefulness of college and
university financial statements. Finally, it will avoid potential problems created by
noncompliance with 0M B requirements.
Thank you for the opportunity to express our views on this exposure draft.

H o s s em Sadid

Vice President for Finance and Administration
and Controller

cc:

Rhonda I. Gross

T he W oodlands O p eratin g Company, L.P.
2201 Tiinberloch Place

(281) 710-6100

The Woodlands, Texas 77380-1181
Mailing:
P.O. Box 5050
The Woodlands, Texas 77387-5050

November 14, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards, File4210.CC
AICPA
1211 Avenue o f the Americas
New York, NY 10036-8775

Subject: SOP “Accounting for Certain Costs and Activities
Related to Property, Plant and Equipment”
Dear Mr. Simon:
The Woodlands Operating Company, L.P. (TWOC) is a full service real estate company
with expertise in master planned community development, office, retail, lodging, single
family and multi-family development. The Company provides leasing, development and
management services.
Our business involves the acquisition, development and
maintenance o f assets. Therefore, the accounting standards for capitalizing or expensing
the cost o f these assets are important to producing useful financial reports. Accordingly,
TWOC has some overall reactions to the Proposed SOP and would like to comment on
the proposed SOP concerning the following issues:

Issue 3 - Project Stage Framework. The distinction between preliminary and
preacquisition stages has not been made previously in the authoritative literature. In the
examples o f costs cited for each stage (paragraphs 17 and 18 o f the SOP), these activities
are often continuous through both stages, before and after an acquisition is “probable.” A
probability assessment is not defined by a specific event in most cases. To capitalize a
portion o f an activity based on a highly subjective and arbitrary standard would lead to
greater diversity in practice. SFAS 67 paragraph 4 provides ample guidance for
capitalization o f preacquisition costs. The distinction between preacquisition and
preliminary stages should be dropped.
Issue 4 - Accounting for Costs Incurred. The conclusion reached in the SOP is too
restrictive regarding costs eligible for capitalization. EITF 97-11 states that “internal
costs o f preacquisition activities incurred in connection with the acquisition o f a property
that will be classified as nonoperating at the date o f acquisition that are directly
identifiable with the acquired property and that were incurred subsequent to the time that
acquisition of that specific property was considered probable should be capitalized as part
o f the cost o f that acquisition.” In certain circumstances, such as a building to be
constructed, the proposed SOP is not in agreement with that conclusion. All costs that
are not general and administrative in nature, but are directly identifiable to a project to be
constructed or under construction, should be capitalized.
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Paragraphs 25 and 26 o f the SOP do not provide consistent treatment o f costs. Costs
should also not be treated differently if paid to a third party or incurred internally. This
would again lead to further diversity in practice and further reduce comparability among
companies.

Issue 5 - Accounting for Costs Incurred. The proposed SOP would only allow for
capitalization o f incremental property taxes and insurance if a property were under
construction but remains in operation. This is contrary to the treatment o f interest costs
permitted by SFAS 34. SFAS 67, paragraph 6, also states that “property taxes and
insurance shall be capitalized as property cost only during periods in which activities
necessary to get the property ready for its intended use are in progress.” The phrase
“activities necessary to get the property ready for its intended use are in progress” is used
with the same meaning as it has for interest capitalization in paragraph 17 o f SFAS 34.
As is the case with interest, property taxes and insurance should be allocated and
capitalized on the portion o f the property still under construction.
Issue 8 - Accounting for Costs Incurred.

The proposed SOP would require the
expensing o f major planned maintenance activities in the period incurred. These
maintenance activities may only occur every few years. They may, however, provide
benefits to the intervening years. Many expenditures yield their benefits to an entity over
several periods, for example, prepaid insurance and buildings. Expenses resulting from
their use are normally allocated to the periods o f their estimated useful lives. The costs
o f major planned maintenance activities should be treated in a similar manner - i.e.,
deferred and amortized over the periods benefited. Paragraph 45b should be deleted from
the SOP.

Issue 11 - Type of Assets Produced for Sale or Operating Lease. A developer does
not always know the ultimate use o f a property when construction is in progress or the
use may change. Consequently, there should be no distinction in terms o f cost
capitalization for assets developed for sale or lease. This may create a burden to some
financial statement preparers, but the benefit o f increasing comparability o f data for users
should outweigh the cost.
Issue 14 - Component Accounting. The proposed SOP requires the use o f component
accounting to depreciate assets, but allows composite lives or group depreciation
provided those conventions produce results that are similar to those that would be
obtained if component accounting was used. Many fixed asset packages are available
that can easily manage thousands o f fixed assets; however, where real estate companies
are concerned, component accounting would require accounting for literally thousands of

separate and distinct components.

This would be an extremely burdensome and

cumbersome task that would require detailed tracking from the date a component is
acquired until the date that it is ultimately retired.
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Furthermore, the costs that would be required to implement and maintain component
accounting for depreciating assets would be extremely costly, and at the same time, very
little benefit would be gained by this proposal. Our recommendation would be to
categorize groups o f assets which have the same useful life instead o f attempting to track
assets on a component-by-component basis.

Issue 17 - Transition Issues. The proposed SOP states that component accounting
should be applied to existing assets based on original accounting records, fair value, or
another reasonable method. For long-lived assets such as buildings, accounting records
may not exist anymore. Determining fair values may involve costly studies. “Another
reasonable method” is not well defined. The proposed SOP should be applied to existing
assets if the entity determines that it is feasible to do so. It should be applied to any asset
in the process o f being acquired.
Thank you for the opportunity to respond to this proposed SOP. If you should have any
questions, please call Mike Miller at (281) 719-6184, or either o f us at (281) 719-6100.
Sincerely,

Vicki Armstrong
VP, Administration & Accounting
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November 13, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775
Re: Proposed Statement of Position: Accounting for Certain Costs and Activities Related to
Property, Plant and Equipment
Dear Marc,
SL Green Realty Corp, is a real estate investment trust (“REIT”) that acquires, owns, repositions
and operates commercial, office properties in Manhattan, New York City. Our portfolio includes
25 office properties comprising more than 10 million square feet of office space. The cost of our
commercial real estate properties was $973.5 million at September 30, 2001. The business of
owning, operating and repositioning investment property regularly involves the acquisition,
redevelopment and maintenance of assets. In this context, the accounting standards for
capitalizing the cost of these assets are fundamental to SL Green Realty Corp, producing useful
financial reports that are of vital importance to its capital formation and investor relations
activities.
SL Green Realty Corp, is an active member of the National Association of Real Estate
Investment Trusts (NAREIT), which has or will respond to the proposed SOP. In addition to
supporting the views presented in NAREIT’s letter, we also address certain points that we would
like the AICPA to consider in its comment review process.
Componentization
The proposed SOP’s requirement to separately track the cost and accumulated depreciation of
individual property, plant and equipment (PP&E) components would increase considerably our
administrative costs. We fail to see how the costs related to the proposal would outweigh the
marginal benefits of more precise depreciation accounting and detailed reporting that may accrue
to users of financial statements. In addition, the requirement to charge the net book value of
replaced PP&E to depreciation expense would cause earnings for any period to be unpredictable.
First, to implement the provisions of the proposal would require that we allocate the book value
of our PP&E to thousands of components which are insignificant in relation to the purchase price
paid for the property. Although the proposal provides an option to apply componentization
either retroactively or prospectively, the “penalty” associated with prospective adoption would
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force us to adopt componentization on a retroactive basis.
Implementation of the
componentzation provisions of the proposal on a retroactive basis would require that we engage
cost study consultants to ascertain component costs. W e conservatively estimate that the cost of
this exercise would be $40,000 per property for a total of approximately $1 million - an
inappropriate use of shareholder funds.
Second, the costs to administer the ongoing provisions o f the proposal would be significant. W e
would be required to track thousands of individual asset components. Further, we could foresee
for audit purposes that we would need to periodically test these records against actual
components. These ongoing requirements would require at least one additional staff member.
Moreover, the componentization requirements of the proposed SOP are contrary to that which
has been embraced internationally for investment property accounting. International Accounting
Standard No. 40 (IAS 40), Investment Property, requires the disclosure of fair value of an
investment property in the financial statements or footnotes, and views investment property as an
integrated operating entity, not thousands of components. AcSEC’s proposal is offered at a time
when representatives of the Financial Accounting Standards Board (FASB) and the Securities
and Exchange Commission continually espouse global convergence of accounting standards.
W e could envision being forced to modify our accounting and financial reporting systems to
implement the provisions of the proposed SOP and amendments, only to again modify our
systems at some future point when global convergence becomes reality.
In the event the final SOP contains the detailed componentization requirements, we request that
investment property be exempted.
Elimination o f the Composite/Group Methods o f Depreciation
The requirement to componentize all PP&E and to measure the remaining book value of replaced
components effectively eliminates the composite and group methods o f depreciation. These
depreciation methods have been used throughout Corporate America and are well established in
both accounting literature and practice.
Although the proposal allows the use of the group or composite method o f depreciation if an
entity can demonstrate that it produces results similar to componentization, we believe this
provision is not realistic because it would force us to calculate depreciation using both methods
(i.e., group/composite method and componentization) in order to prove that the results are in fact
similar. This allowance does not alleviate the detailed componentization required by the
proposed SOP - a company would still have to undertake an assessment of its assets “as
componentized” to prove that it would be allowed to use the composite or group method. We
find this aspect of the proposal troublesome in that it would require us to maintain records for
two sets of depreciation calculations.
In the absence of a withdrawal of the componentization requirements of the proposal, we
strongly suggest that the Accounting Standards Executive Committee (AcSEC) consider an
alternative approach for PP&E cost componentization that would entail a more reasonable level
and be more cost effective. One approach that we could consider embracing would include a
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componentization of a PP&E asset into categories by the useful lives of components. These
categories might number a dozen or more for investment property. Components within these
“useful-life categories” would be accounted for using the group method of depreciation. No
“losses” (remaining net book values) would be recognized in earnings at the time of replacement.
These “losses” could be minimized through more precise determination of useful lives of major
components and regular comparisons of the parameters used with actual experience.
Deferred Cost Accounting
The proposal’s provisions also eliminate the concept of deferred cost accounting with respect to
PP&E. SL Green is especially concerned about the prohibition to defer or capitalize costs that
may be incurred during the preliminary stage of a project, as well as long-term or planned major
maintenance activities. Clearly, these costs may provide future economic benefit to a period
other than the one in which they were incurred. These costs should be permitted to be deferred
and amortized to properly match the costs with the period of benefit, or expensed when there is a
determination of no future economic benefit. This matching of costs with benefits is the essence
of accrual accounting - the foundation upon which generally accepted accounting principles
have been established. To do away with this concept would render our reporting on a cash basis
for costs that, without question, provide economic benefit for multiple periods.
Limitation on Capitalization o f Indirect and Overhead Costs
The proposal would limit the capitalization of costs of internal staff directly associated with
specific projects to payroll and payroll-benefit related costs. We believe that indirect costs and
overhead that supports the development, construction or installation of PP&E should be
capitalized.
SL Green Realty Corp, appreciates the opportunity to participate in the AICPA’s considerations
with respect to accounting for PP&E. If you have any questions regarding this response, please
contact the undersigned at (212) 594-2700.
Sincerely,

Steven Kahn
VP Finance

Amicalola
Electric Membership Corporation
544 Hwy. 515 South
Jasper, Georgia 30143
Telephone: (706) 253-5200
Fax:(706)253-5251

November 12, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
RE:

Exposure Draft-Proposed Statement of Position, “Accounting for Certain
Costs and Activities Related to Property, Plant and Equipment”

Dear Mr. Simon:
Amicalola Electric Membership Corporation (Amicalola) is an electric cooperative
providing electricity to 35,000 member/customers on a not-for-profit basis.
Amicalola appreciates the opportunity to present comments on the Proposed
Statement of Position referred to above.
Our comments are as follows:
•

The proposed statement appears to take a “one size fits all” position,
so as to require every industry and business to follow the same
process without consideration to whether that process is the best
method to provide a proper matching of revenues and expenses, a
most fundamental accounting principle. We feel the method provided
is not the best method of properly matching revenues and expenses in
the electric utility industry, and therefore, a more appropriate method
should be utilized. We believe the Federal Energy Regulatory
Commission (FERC) has spent many years developing accounting
procedures for electric utilities to assure proper matching of revenues
and expenses. We further believe the Uniform System of Accounts
developed by FERC is a much better accounting system for all areas
of accounting, not just property, plant and equipment, and should be
considered for the capital-intensive electric utility business rather than
the changes that the proposed statement of position would require.
This Uniform System of Accounts has served the industry well for

many years and has led electric utilities throughout the nation to utilize
the same methodology. Accordingly, we feel any change would be
detrimental to us, other utilities and users of the financial statements
that find comfort in the FERC Uniform System of Accounts.
•

The proposed statement states “...In practice the composite life may
not be determined with a high degree of precision, and hence the
composite life may not reflect the weighted average of the expected
useful lives of the asset’s principal components.” While we agree with
the statement above when there are a small number of components,
we also believe that when there are a large number of small
components as found in an electric distribution system, “the composite
life may be determined with a reasonable degree of precision” and
would be an appropriate method of an accounting.

•

We understand that the National Rural Electric Cooperative
Association (NRECA) our national trade association, has provided
comments on the proposed statement and based on our review of a
copy of their response, we would like the record to show that we agree
with the comments in the NRECA response.

We appreciate the opportunity to provide comments and respectively request you
consider our views on the proposed statement.
Sincerely,
AMICALOLA ELECTRIC MEMBERSHIP CORPORATION

Charles L. Gibson
Senior VP, Finance & Administration.
CLGsf
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November 15, 2001
Marc Simon, Technical Manager, Accounting Standards
File 4210.CC, AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
RE: P roposed Statement of P osition , A ccounting F or C ertain C osts and
A ctivities related to property , plant , and equipment , June 29,2001
Dear Mr. Simon:
Please consider this letter of comment as an objection to the above-mentioned
statement of position. Gascosage Electric Cooperative is a rural electric cooperative
operating in four Missouri counties and serves over 8,000 members. Gascosage Electric
Cooperative operates as a not-for profit electric cooperative dedicated to bringing its
customers reliable and affordable electrical energy.
The position statement, if approved as is without any exemption for the rural
electric cooperatives, will place an undue financial and economic burden on every user of
electricity in the United States today through increased rates as a result o f the burden
placed on rural electric cooperatives by this proposal Gascosage Electric Cooperative
urges the Accounting Standards Committee to reevaluate their position statement
especially as it impacts the utility industry and the rural electric cooperatives in
particular.
In formulating our objections to the position statement we listened to our electric
cooperative managers, accountants and bookkeepers who have reviewed the draft and
have spoken with fellow members in the electric utility industry. As asked for in your
request for comments we will specify those areas that we are in disagreement with
provide our suggested changes.

1. Required use of component accounting for PP&E.
Paragraphs 49 through 56 of the proposed SOP requires that component
accounting be used if an item has an expected useful life that is different from the PP&E
asset to which it relates. In the electric utility industry, the required use of component
accounting for PP&E would create an undue burden o f record keeping. It would force the

industry to keep detailed records of many hundreds of thousands of similar units, such as
individual accounting for poles, insulator and transformers. The usefulness of this
information would be of little value and the cost/benefit of this project would be negative.
Group accounting works much better for the electric utility industry and has been in use
for this industry for decades. It approximates the component accounting depreciation
expense and requires a fraction of the record keeping needed for component accounting.
The electric utility industry should be excluded from the component accounting
requirement and be allowed to maintain its current accounting methodology.
2. The required charge off of the undepreciated cost against period expense,
rather than deferring as under the group accounting method.
Paragraphs 38 and 51 of the proposed SOP requires that when an existing item of
PP&E is taken out of service or replaced the replacement should be capitalized and the
net book value of the item should be charged off to depreciation expense. Currently,
under the group accounting method, these costs are not charged off. This method has
been in place, in the industry, for many decades. If an item of utility plant is removed,
nearly all of the time it is replaced with an upgraded item. Therefore, that remaining cost
should stay on the books as is allowed by group accounting. The electric utility industry
should be excluded from this rule.
3. The requirement that costs of removal for an item of plant be charged to
expense as incurred rather than written off over the plant’s life (as a component of
the depreciation rate), as is the current prevailing accounting practice of the electric
utility industry.
Again, paragraph 51 of the SOP appears to require that the costs of removal of an
item from service be charged off to current period expense. Costs of removal cannot be
charged to current period expense in the utility industry. The cost of removal is part of
upgrading an electric system. The old electric line or item of utility plant must be
removed before the new item can be put on the system. This is much like the demolition
of a building upon the purchase of land being capitalized as part of the land. As soon as
the electric company is aware the upgrade is needed, it is installed. Therefore, the cost of
removal must be capitalized. The electric utility industry should be excluded from this
rule.
4. The requirement for the strict limitation of what type of costs can be
capitalized as part of PP&E.
Paragraphs 22 through 45 relate specifically to the accounting methodology for
costs incurred in connection with the various stages that an item of PP&E may
experience. The proposed rule states a company cannot capitalize any costs as PP&E that
are not directly identifiable. This will preclude the capitalization of any indirect costs,
indirect overhead, or administration and general expenses.

In electric utility companies, these costs are capitalized in association of the
addition of utility plant items (lines, insulators, transformers, switches, poles, etc.). Many
people and support functions are included in the costs associated with the installation of
these plant items, (supervisory personnel, accounting professionals, attorneys, clerical
staff, engineers, etc.). Their work is not specifically identifiable with individual projects,
but much, if not all of their time and corresponding expenses are for the purpose of the
addition of PP&E. Furthermore, administrative and general expenses are many times
indirectly associated with PP&E and as such, a portion of those costs are capitalized.
Many utility companies construct over 1000 individual work orders that have these costs
included in them. Under the proposed rule, none of these costs could be capitalized and
would have to be charged against current year operations.
Obviously, this treatment will not work with electric utility companies. The only
product that an electric distribution company has is the plant they construct. The product
is then used to sell the service of providing electricity for the end user. The costing
formula for the addition of this plant is much like what is seen in a cost accounting
environment using full absorption costing.
CONCLUSION
This proposed SOP will destroy the fundamental concept of matching. Matching
is made up of two primary sub-categories. They are revenue recognition and expense
recognition. Expense recognition includes the decision as to whether a cost is a product
cost or a period cost. Obviously, all costs associated with an addition to PP&E have to be
considered a product cost and capitalized. This cost will then be recognized during the
life span of the asset using the rational allocation of that cost (depreciation). Under the
proposed rule, matching would not be followed, as these costs would be recognized in the
year they are incurred. This would be improper as the majority of the plant assets added
have a life span of 35 years or more.
Gascosage appreciates the need of standardizing and can see that the proposal would be
good at standardizing the PP&E costs in a more traditional business, such as
manufacturing, retail, etc., but it will not work in the electric utility industry. The sad fact
is that this rule, if implemented, will greatly reduce our net margins (income) and hurt all
of our members. We will not be able to meet our loan covenants regarding T.I.E.R. and
D.S.C., etc. We will have no choice but to increase our rates in order to survive. These
rate increases will occur all over the country and will affect all electric users.
The electric industry is going through the most profound changes ever to be seen. The
implementation of deregulation of the industry is still in question all over our country.
The debacle seen in California has given the industry a black eye from which it will take
years to recover. The confidence level the average American citizen has in their electric
company is at an all time low. The results of this proposal will cripple the industry. In
the wake of the problems of the past, this change will have an astronomically negative
effect.

In light of the events of September 11, and the corresponding downturn of our economy,
a nationwide rate increase will compound this problem. This is, of course, an unforeseen
tragedy, but nonetheless should be considered in a change of this magnitude.
Electric utility companies already have agencies with regulatory authority in an oversight
mode. The investor owned utilities are regulated by FERC and most of the rural electric
cooperatives are regulated by Rural Utilities Services. In addition, state regulatory
commissions have at least some level of authority over utility companies. They have
deemed the accounting practices that are currently in place to be fair and proper.
This proposal must be reevaluated on a cost/benefit basis, dropped altogether, or
rewritten to exclude the electric utility industry. The people of the United States of
America can afford no less nor do they deserve any less.

Sincerely,

John W. Greenlee, Manager
Gascosage Electric Cooperative

P.O. BOX 719
BAUDETTE, MN 56623

P.O. BOX 371
LITTLEFORK, MN 56653

218-634-2202
1-888-634-2202

218-278-6658
1-888-258-2008
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November 14, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
N orth Star Electric Cooperative, Inc. appreciates the opportunity to submit written
comments regarding the above-referenced Proposed Statement o f Position (PP&E
Accounting Proposal) to the Accounting Standards Executive Committee (AcSEC) o f the
American Institute o f Certified Public Accountants (AICPA).
N orth Star Electric Cooperative, Inc. is an electric cooperative in Minnesota, providing
electricity to 6043 consumers-owners in four counties. Since North Star Electric
Cooperative, Inc. operates within the capital-intensive electric utility industry, the PP&E
Accounting Proposal would significantly impact North Star’s accounting policies.
N orth Star Electric Cooperative, Inc. is required to follow accounting requirements
promulgated by the Rural Utilities Service (RUS). The PP&E Accounting Proposal raises
significant rate-making, operational, and accounting concerns for N orth Star. The most
significant problem is the accounting inconsistencies between this proposal and the RUS

Your Touchstone Energy" Partner

Uniform System of Accounts and attendant RUS regulations and interpretations
(collectively, Electric Cooperative Accounting Requirements). The PP&E Accounting
Proposal and the attendant detrimental impacts to North Star include the following:
•

Electric Cooperative Accounting Requirements specify capitalization of overheads in
support of construction projects and permit capitalization of an appropriate portion of
administrative and general (A&G) costs. In addition, Electric Cooperative
Accounting Requirements specify capitalization of preliminary investigation and
survey (PS&I) charges. The PP&E Accounting Proposal would prohibit
capitalization of overheads, PS&I charges, and A&G costs.
Implementation of these provisions would result in the unfavorable outcome of
increased earnings volatility, as these overhead, PS&I charges, and A&G costs are
expensed, rather than capitalized. Furthermore, from the standpoint o f rate-making
fairness, failure to capitalize these costs would inequitably shift the burden of
collection o f these costs from customers using the plant asset over its useful life to
customers during the construction o f the plant asset.

•

Electric Cooperative Accounting Requirements prescribe use of the group method of
depreciation for plant assets. The PP&E Accounting Proposal would require use of
depreciation accounting by component, defined as “a tangible part or portion of
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected usefiil life.” The PP&E Accounting Proposal generally
prohibits the use of a group method of depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation of this provision would require administrative reorganization to
comply with the data collection requirements, as well as installation of expensive
automated accounting systems. In addition, determination of material differences
between the component and group accounting methods would require record-keeping
for both methods, adding significantly to plant record-keeping costs.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions of mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in results of operations in
the current accounting period. Implementation of this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results of operations. Our electricity rates would likely have to be raised
to provide for this increased uncertainty of earnings.

•

Electric Cooperative Accounting Requirements generally recognize the cost of
removal of a plant asset over the usefiil life of that asset, as a component of the
depreciation rate. The PP&E Accounting Proposal would require that cost of removal

be reflected in the results of operations in the accounting period in which such cost
was incurred. Implementation of this provision would result in increased earnings
volatility, as cost of removal is reflected in a single accounting period. Furthermore,
from the standpoint of rate-making fairness, failure to recognize cost of removal over
the asset’s life would inequitably shift the burden of collection of these costs from
customers using the plant asset to customers during the retirement of the plant asset.
Each of the above accounting inconsistencies poses operational problems for North Star
Electric Cooperative, Inc. The detrimental impacts of each item should be carefully
considered and weighed against any identifiable benefits before the AICPA AcSEC
implements the attendant provision of the PP&E Accounting Proposal for electric
utilities.
North Star Electric Cooperative, Inc. appreciates the opportunity to provide comments on
the PP&E Accounting Proposal and respectfully urges the AICPA AcSEC to consider our
views. If you have any questions on our comments, please feel free to contact me or our
General Manager, Harry Carls at 1-888-634-2202.

Sincerely,

Ann Ellis
Office Manager

The Ark Valley Electric
Cooperative Association, Inc.

Touchstone Energy ®

Street Address: 10 East 10th Street, South Hutchinson, Kansas 67505

Phone: (620) 662-6661

Mailing Address: P. O. Box 1246, Hutchinson, Kansas 67504-1246

Fax: (620) 665-0148

November 12, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Ark Valley Electric appreciates the opportunity to submit written comments regarding the
above-referenced Proposed Statement o f Position (PP&E Accounting Proposal) to the
Accounting Standards Executive Committee (AcSEC) o f the American Institute o f
Certified Public Accountants (AICPA).
Ark Valley Electric is an electric cooperative in the state o f Kansas, providing electricity
to approximately 4,000 consumers-owners with approximately 65,000 electric poles in
nine counties, and only employs fourteen personnel. Since we operate within the capitalintensive electric utility industry, the PP&E Accounting Proposal would significantly and
negatively impact Ark Valley Electric’s accounting policies and administrative costs.
Over the past three years, additions to our total utility plant have averaged $603,517
annually. During this same period, yearly reported patronage capital (margins) has
averaged $1,128,484. We conservatively estimate that, if adopted, this PP&E proposal
could decrease these margins by at least 20.7%. Resultant electric rates to our consumers
would have to be substantially increased to cover the incremental costs associated with
this proposal and to protect our financial integrity and credit rating.
Ark Valley Electric is required to follow accounting requirements promulgated by the
Rural Utilities Service (RUS). The PP&E Accounting Proposal raises significant

ratemaking, operational, and accounting concerns for Ark Valley Electric. The most
significant o f these concerns arise due to accounting inconsistencies between this
proposal and the RUS Uniform System o f Accounts and attendant RUS regulations and
interpretations (collectively, Electric Cooperative Accounting Requirements). The PP&E
Accounting Proposal and the attendant detrimental impacts to Ark Valley Electric include
the following:
• Electric Cooperative Accounting Requirements specify capitalization o f overheads in
support o f construction projects and permit capitalization o f an appropriate portion o f
administrative and general (A&G) costs.
In addition, Electric Cooperative
Accounting Requirements specify capitalization o f preliminary investigation and
survey (PI&S) charges.
The PP&E Accounting Proposal would prohibit
capitalization o f overheads, PI&S charges, and A&G costs.
Implementation o f these provisions would dramatically increase earnings volatility, as
these overhead, PI&S charges, and A&G costs would be expensed, rather than
capitalized as they are today. We estimate that the annual financial impact o f these
items would decrease our margins by at least $44,846 annually or more, depending
upon the extent o f the capital restrictions ultimately imposed. Furthermore, from the
standpoint o f rate-making fairness, failure to capitalize these costs would inequitably
shift the burden o f collection o f these costs from customers using the plant asset over
its useful life to existing customers at the time the plant asset is constructed.
•

Electric Cooperative Accounting Requirements prescribe the use o f the group method
o f depreciation for plant assets. The PP&E Accounting Proposal would require use o f
depreciation accounting by component, defined as “a tangible part or portion o f
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life” . The PP&E Accounting Proposal generally
prohibits the use o f a group method o f depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation o f this provision would require administrative reorganization to
comply with the data collection requirements, as well as expensive new automated
accounting systems — or at a minimum, significant upgrades to existing software. In
addition, determination o f material differences between the component and group
accounting methods would require record keeping for both methods, adding
significantly to plant record-keeping costs, as well as audit costs. The estimated costs
to upgrade automated systems and provide additional administrative record-keeping
and data input is projected to add at least $50,000 in one-time costs and will
conservatively exceed $258,050 on an annual basis thereafter. If adopted, we project
an additional 3 to 4 employees will need to be on staff to fulfill this requirement. Our
staffing costs are projected to increase by at least $114,592 annually, or more than
25%, to support the extra administrative and reporting burdens o f this requirement.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions o f mass assets be closed to the accumulated depreciation account, under

the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in the results o f operations
in the current accounting period. Implementation o f this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results o f operations.
Annual gains closed to the accumulated
depreciation account over the past three years have averaged $47,572. Electricity
rates would likely require significant upward adjustment to provide for this increased
uncertainty o f earnings.
•

Electric Cooperative Accounting Requirements generally recognize the cost o f
removal o f a plant asset over the useful life o f that asset, as a component o f the
depreciation rate. The PP&E Accounting Proposal would require that cost o f removal
be reflected in the results o f operations in the accounting period in which such cost
was incurred. Removal costs w e’ve incurred over the past three years have averaged
$51,039 annually.
Implementation o f this provision would result in increased
earnings volatility, as cost o f removal would be reflected in a single accounting
period. Furthermore, from the standpoint o f ratemaking fairness, failure to recognize
cost o f removal over the asset’s life would inequitably shift the burden o f collection
o f these costs from customers using the plant asset to customers during the retirement
o f the plant asset.

Each o f the above accounting inconsistencies pose operational problems and create
significant administrative burdens for Ark Valley Electric that will dramatically raise the
cost o f electricity for our rural member owners. The detrimental impacts o f each item
should be carefully considered and weighed against any identifiable benefits before the
AICPA AcSEC implements the attendant provision o f the PP&E Accounting Proposal for
electric utilities. Further, we recommend that any and all decisions and changes
impacting PP&E be closely coordinated in advance with RUS and all other federal and
state governmental authorities regulating electric cooperatives and the electric industry.
Ark Valley Electric appreciates the opportunity to provide comments on the PP&E
Accounting Proposal and respectfully urges the AICPA AcSEC to consider its views. If
questions arise concerning these comments, please feel free to contact John Steffen at
620-298-2713.

Sincerely Yours,

President
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November 1, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
RE:

Exposure Draft - Proposed Statement of Position, “Accounting for Certain
Costs and Activities Related to Property, Plant, and Equipment”.

Dear Mr. Simon,
Garkane Energy Cooperative, Inc. is a rural electric system providing electricity to over
8,000 rural consumers in Arizona and Utah.
Garkane appreciates the opportunity to submit written comments regarding the above
referenced Proposed Statement of Position (PP&E Accounting Proposal) to the
Accounting Standards Executive Committee of the American Institute of Certified Public
Accountants. The PP&E Accounting Proposal would significantly impact the accounting
policies of Garkane and substantially all rural electric cooperatives like Garkane.
The PP&E Accounting Proposal raises significant rate making, and accounting concerns
for Garkane. We understand the proposal originally did not include utility-type
enterprises, and that the proposal may be very appropriate and beneficial to those other
type targeted enterprises. However, we feel this proposal will have an adverse effect on
our operational costs, and will only add to the costs our rate payers have to bear.
Comment: The PP&E Accounting Proposal would impact Garkane and other like
companies by imposing excessive cooperative operation costs. Any change in a plant
accounting rule should not overturn any accounting practice of the electric utility
industry without strong evidence that the benefits of the accounting change
outweigh the costs of the change.
One of our main concerns deals with the PP&E Accounting Proposal would prohibit the
capitalization of overheads, which FERC and the RUS Accounting Requirements specify
capitalization of overheads in support of construction projects.
Another concern with the PP&E Accounting Proposal is the require use of depreciation
accounting by component, defined as “a tangible part or portion of plant that can be
separately identified as an asset and depreciated or amortized over its own separate
expected useful life”. The PP&E Accounting Proposal generally prohibits the use of
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group depreciation, unless it can be shown by the entity that the asset balances and
operating results under the group or composite method are not materially different from
those obtained under the component method.
Implementation of this provision would require distribution cooperatives to install a
expensive automated accounting systems. In addition, determination of material
differences between the component and group accounting methods would require record
keeping for both methods, adding significantly to plant record keeping costs.
Garkane appreciates the opportunity to provide comments on the PP& E Accounting
Proposal and respectfully urges the AICPA AcSEC to consider its view.
Sincerely,

Stan T. Chappell
Finance Manager

Blue Ridge Electric Cooperative, Inc. • P.O. Box 277 Pickens, South Carolina 29671
8 6 4 878-6326

Charles E. Dalton
PRESIDENT CEO

November 14, 2001
Mr. Marc Simon
Technical Manager
Accounting Standards
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position “Accounting for
Certain Costs and Activities Related to Property, Plant, and
Equipment”

Dear Mr. Simon:
Blue Ridge Electric Cooperative is a not-for-profit electric cooperative
that is currently providing service to more than 56,000 customers. On behalf
o f Blue Ridge, I want to thank you for the opportunity to comment on the
Proposed Statement o f Position referenced above.
First o f all, the proposed statement appears to take a one-size-fits-all
position. As such, the statement would require every industry or business to
follow the same process without consideration as to whether that process is
the best method to provide a proper matching o f revenues and expenses— a
most fundamental accounting principle. Blue Ridge believes that this method
is not the best for properly matching revenues and expenses in the electricutility industry. Therefore, a more appropriate method should be used. Our
understanding is that the Federal Energy Regulatory Commission (FERC) has
spent many years developing accounting procedures for electric providers that
assure the proper matching o f revenues and expenses. In our view, the
Uniform System o f Accounts developed by FERC is a much better system for
all areas o f accounting. This is the system that should be considered for the
capital-intensive electric utility business, rather than the changes that the
proposed statement would require. Our industry has been well served by the
Uniform System o f Accounts for many years. This system has led electric
utilities across America to use the same methodology. Accordingly, we
believe that any change would be detrimental to Blue Ridge, to other utilities,
and to users o f the financial statements that all find comfort in the FERC
system.

Secondly, the proposed statement declares “ . . . In practice, the
composite life may not be determined with a high degree o f precision, and
hence the composite life may not reflect the weighted average o f the expected
useful lives o f the asset’s principal components.” Blue Ridge would be in
agreement with that statement when a small number o f components are
involved. However, we also believe that when numerous small components
are found in an electric distribution system, “the composite life may be
determined with a reasonable degree o f precision” and would be an
appropriate method o f accounting.
Finally, it is our understanding that the National Rural Electric
Cooperative Association (NRECA), our national trade organization, has
provided comments on the proposed statement. Based on our review o f their
response, Blue Ridge would like for the record to show that we agree with
NRECA’s comments.
Thank you for the opportunity to submit these comments and for your
consideration o f our views concerning this proposed statement.

Charles E. Dalton
C: Sam Dickson

Aiken Electric
Cooperative, Inc.
P.O.Box 417 • 2790 Wagener Road
Aiken, South Carolina 29802-0417
(803) 649-6245 • Fax: (803) 648-9868

November 14, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Simon:
RE:

Exposure Draft - Proposed Statement of Position, “Accounting for
Certain Costs and Activities Related to Property, Plant & Equipment”

Aiken Electric Cooperative, Inc. (Aiken) is an electric cooperative providing
electricity to 37,500 member/customers on a not-for-profit basis.
Aiken appreciates the opportunity to present comments on the Proposed Statement
of Position referred to above. Our comments are as follows:
•

The proposed statement appears to take a “one size fits all” position, so as
to require every industry and business to follow the same process without
consideration to whether that process is the best method to provide a proper
matching of revenues and expenses, a most fundamental accounting
principle. We feel the method provided is not the best method of properly
matching revenues and expenses in the electric utility industry, and
therefore, a more appropriate method should be utilized. We believe the
Federal Energy Regulatory Commission (FERC) has spent many years
developing accounting procedures for electric utilities to assure proper
matching of revenues and expenses. We further believe the Uniform
System of Accounts developed by FERC is a much better accounting system
for all areas of accounting, not just property, plant and equipment, and
should be considered for the capital-intensive electric utility business rather
than the changes that the proposed statement of position would require.
This Uniform System of Accounts has served the industry well for many
years and has led electric utilities throughout the nation to utilize the same
methodology. Accordingly, we feel any change would be detrimental to us,
other utilities and users of the financial statements that find comfort in the
FERC Uniform System of Accounts.

Your Touchstone Energy'® Partner

Mr. Marc Simon
November 14, 2001
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•

The proposed statement reads, “ ...In practice, the composite life may not be
determined with a high degree of precision, and hence the composite life
may not reflect the weighted average of the expected useful lives of the
asset’s principal components.” While we agree with the statement above
when there are a small number of components, we also believe that when
there are a large number of small components as found in an electric
distribution system, “the composite life may be determined with a reasonable
degree of precision” and would be an appropriate method of an accounting.

•

We understand that the National Rural Electric Cooperative Association
(NRECA) our national trade association, has provided comments on the
proposed statement and based on our review of a copy of their response, we
would like the record to show that we agree with the comments in the
NRECA response.

We appreciate the opportunity to provide comments and respectively request you
consider our views on the proposed statement.
Sincerely,

Gary L. Stooksbury
Chief Executive Officer
low

Ocmulgee
Electric Membership Corporation
P.O. Box 669/Eastman, Georgia 31023-0669/Phone (478) 374-7001
Toll Free 1-800-342-5509

November 14, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775

RE: Exposure Draft - Proposed Statement of Position, “Accounting for Certain
Costs and Activities Related to Property, Plant, and Equipment”
Dear Mr. Simon:
Ocmulgee Electric Membership Corporation is a rural electric Cooperative providing
electricity on a mutual, not-for-profit basis to its consumer owners. Ocmulgee EMC
appreciates the opportunity to submit written comments regarding the above referenced
Proposed Statement o f Position (PP&E Accounting Proposal) to the Accounting
Standards Executive Committee o f the American Institute o f Certified Public
Accountants. Since we operate within the capital-intensive electric industry, the PP&E
Accounting Proposal would significantly impact on the Accounting policies o f our
Cooperative. In general, as discussed below, the PP&E Accounting Proposal raises
significant rate-making, operational, and accounting concerns for our electric
Cooperative. We would like to express some o f our Cooperative’s concerns.
Our first concern involves the long-standing electric utility accounting and, by direct
implication, rate-making practice. Ocmulgee EMC continues to establish rates for
electricity based on a specific cost o f service that has been approved or established by our
utility’s regulator. The cost elements in our cost-of-service studies are based on defined
cost elements contained in a Uniform System o f Accounts, which we are legally required
to follow - promulgated by the Rural Utilities Service (RUS).
Consistent with cost-of-service rate-making practice, our Cooperative accounts for the
effects o f rate regulation in accordance with Financial Accounting Standards Board
Statement #71, following specific guidance contained in the Uniform System o f
Accounts. General rate-making principles o f electric utilities, including Cooperatives,
provide that a utility, with the approval o f its regulator, defer or accelerate the rate

A Touchstone Energy Cooperative

recognition o f certain current-period costs in order to avoid spikes in the level o f
electricity rates. In accordance with Statement #71, the deferred or accelerated current
period items are generally shown on the balance sheet as regulator assets or liabilities,
and the income statement reflects the specific expenses, which the recorded revenues
have been designed to recover.
It seems that the provisions o f the PP&E Accounting Proposal are inconsistent with
general rate-making practices and the Uniform System o f Accounts in a number o f ways.
Given the symmetry between rate-making and accounting, Ocmulgee EMC would be
forced to significantly alter not only our accounting, but also, our rate-making practices,
if we were to implement the PP&E Accounting Proposal. By doing so, this could
adversely impact our consumer electric rates.
If our utility regulator would not concur with the accounting and rate-making changes o f
a final rule implementing the provisions o f the PP&E Accounting Proposal, our
Cooperative would be placed in the position o f keeping two sets o f accounting records.
First, we would be required to maintain a regulatory set o f books prepared in accordance
with the Uniform System o f Accounts on the basis o f which we would set our electric
rates. Second, we would have to keep a set o f books in accordance with Generally
Accepted Accounting Principles (GAAP) for preparation o f external financial statements.
Such dual sets o f accounting records would lead to great confusion among users, as well
as considerable unnecessary cost.
Our second concern involves the detrimental impact on electric Cooperative operations
and imposed excessive costs that the PP&E Accounting Proposal would have. As
previously mentioned, the provisions o f the PP&E Accounting Proposal are inconsistent
with the Uniform System o f Accounts and attendant RUS regulations and interpretations
(collectively, Electric Cooperative Accounting Requirements) in a number o f ways. The
most significant o f the accounting inconsistencies raised by the PP&E Accounting
Proposal and the attendant detrimental impact we have listed below.
1.

Electric Cooperative Accounting Requirements specify capitalization o f
overheads in support o f construction projects and permit capitalization o f an
appropriate portion o f administrative and general costs. In addition, Electric
Cooperative Accounting Requirements specify capitalization o f preliminary
investigation and survey charges. The PP&E Accounting Proposal would
prohibit capitalization o f overheads, preliminary investigation and survey
charges, and administration and general costs.
Implementation o f this provision would result in the unfavorable outcome o f
increased earnings volatility, as these overhead, preliminary investigation
and survey charges, and administration and general costs are expensed, rather
than capitalized. Furthermore, from the standpoint o f rate-making fairness,
failure to capitalize these costs would inequitably shift the burden o f
collection o f these costs from customers using the plant asset over its useful
life to customers during the construction o f the plant asset.

2.

Electric Cooperative Accounting Requirements prescribe use o f the group
and /or composite method o f depreciation for plant assets. The PP&E
Accounting Proposal would require use o f depreciation accounting by
component, defined as “a tangible part o f portion o f plant that can be
separately identified as an asset and depreciated or amortized over its own
separate expected useful life”. The PP&E Accounting Proposal generally
prohibits the use o f a group or composite method o f depreciation, unless it
can be shown by the entity that the asset balances and operating results under
the group or composite method are not materially different from those
obtained under the component method.
Implementation o f this provision would require administrative reorganization
o f our cooperative to comply with the data collection requirements, as well
as installation o f expensive automated accounting systems. In addition,
determination o f material differences between the component and group
accounting methods would require record keeping for both methods, adding
significantly to plant record-keeping costs. W ith Ocmulgee EMC being a
small electric Cooperative, this would also mean adding additional staff to
handle the increased record keeping.

3.

Electric Cooperative Accounting Requirements, consistent with group
depreciation accounting convention, generally prescribe that gains and losses
on normal dispositions o f mass assets be closed to the accumulated
depreciation account, under the theory that over time gains and losses will
net out. The PP&E Accounting Proposal would require that gains and losses
be reflected in results o f operations in the current accounting period.
Implementation o f this provision would result in increased earnings
volatility, as gains and losses on plant disposition are reflected in the current
results o f operations. Electricity rates could likely require upward adjustment
to provide for the increased uncertainty o f earnings.

4.

Electric Cooperative Accounting Requirements generally recognize the cost
o f removal o f a plant asset over the useful life o f that asset, as a component
o f the depreciation rate. The PP&E Accounting Proposal would require that
costs o f removal be reflected in the results o f operations in the accounting
period in which such cost was incurred.
Implementation o f this provision would result in increased earnings
volatility, as cost o f removal is reflected in a single accounting period.
Furthermore, from the standpoint o f rate-making fairness, failure to
recognize cost o f removal over the asset’s life would inequitably shift the
burden o f collection o f these costs from customers using the plant asset to
customers during the retirement o f the plant assets.

5.

Electric Cooperative Accounting Requirements generally permit, with RUS
approval, deferral or advanced accrual o f major maintenance costs associated
with planned generation plant outages. The PP&E Accounting Proposal
would require that cost associated with major planned maintenance be
expensed as incurred.
Implementation o f this provision would result in increased earnings volatility
for G&Ts, as major maintenance cost is recognized in results o f operations in
a single accounting period. In the alternative, to avoid earnings volatility,
major maintenance cost would have to be reflected in utility rates in one
year. The high cost o f such maintenance would cause electric rates to spike
in that year - an undesirable result for electric consumers. Oglethorpe Power
Corporation is a G&T Cooperative in the State o f Georgia and Ocmulgee
EMC is one o f 39 EMCs in the state that are member owners. This
implementation would affect Ocmulgee EMC at the G&T level and also the
distribution level.

In conclusion, it is absolutely critical to Ocmulgee EMC that the relationship between
regulatory accounting and GAAP Accounting be clear - with a goal to make the two as
consistent with one another as possible. Ocmulgee EMC believes that the proposed
definition o f a component would create an enormous number o f tremendously detailed
plant accounting records for electric Cooperatives. Operating in the very capital intensive electric utility industry, Ocmulgee EMC could literally be required to maintain
and account for thousands and thousands o f individual plant assets. Ocmulgee EMC
respectfully requests that the AICPA withdraw its PP&E Accounting Proposal and
consider its views and recommendations. We feel that FASB needs to explore this
accounting policy under all the due process procedures.
Sincerely,

H. Frank Erwin, CPA
Ocmulgee Electric Membership Corportion

The Sedgwick County Electric
Cooperative Association, Inc.
125 N. Main • P.O. Box 220 • Cheney, KS 67025-0220
Phone 316-542-3131 • Fax 316-542-3943

November 13, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, N Y 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:

Sedgwick County Electric Co-op appreciates the opportunity to submit written comments
regarding the above-referenced Proposed Statement o f Position (PP&E Accounting
Proposal) to the Accounting Standards Executive Committee (AcSEC) o f the American
Institute o f Certified Public Accountants (AICPA).
Sedgwick County is an electric cooperative in the state o f Kansas, providing electricity to
approximately 5,000 consumers-owners in five counties. Since we operate within the
capital-intensive electric utility industry, the PP&E Accounting Proposal would
significantly and negatively impact Sedgwick Counties accounting policies and
administrative costs. Over the past three years, additions to our total utility plant have
averaged $833,348 annually. During this same period, yearly reported patronage capital
(margins) has averaged $744,857. We conservatively estimate that, if adopted, this
PP&E proposal could decrease these margins by at least 43.6%. Resultant electric rates
to our consumers would have to be increased substantially to cover the incremental costs
associated with this proposal and to protect our financial integrity and credit rating.
Sedgwick County is required to follow accounting requirements promulgated by the Rural
Utilities Service (RUS). The PP&E Accounting Proposal raises significant ratemaking,
operational, and accounting concerns for Sedgwick County. The most significant o f these
concerns arise due to accounting inconsistencies between this proposal and the RUS
Uniform System o f Accounts and attendant RUS regulations and interpretations
(collectively, Electric Cooperative Accounting Requirements). The PP&E Accounting
Proposal and the attendant detrimental impacts to Sedgwick County include the
following:

A Touchstone Energy" Partner

•

Electric Cooperative Accounting Requirements specify capitalization of overheads in
support of construction projects and permit capitalization of an appropriate portion of
administrative and general (A&G) costs.
In addition, Electric Cooperative
Accounting Requirements specify capitalization of preliminary investigation and
survey (PI&S) charges.
The PP&E Accounting Proposal would prohibit
capitalization of overheads, PI&S charges, and A&G costs.
Implementation of these provisions would dramatically increase earnings volatility, as
these overhead, PI&S charges, and A&G costs would be expensed, rather than
capitalized as they are today. We estimate that the annual financial impact of these
items would decrease our margins by at least $68,895 annually or more, depending
upon the extent of the capital restrictions ultimately imposed. Furthermore, from the
standpoint of rate-making fairness, failure to capitalize these costs would inequitably
shift the burden of collection of these costs from customers using the plant asset over
its useful life to existing customers at the time the plant asset is constructed.

•

Electric Cooperative Accounting Requirements prescribe the use of the group method
of depreciation for plant assets. The PP&E Accounting Proposal would require use of
depreciation accounting by component, defined as “a tangible part or portion of
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life”. The PP&E Accounting Proposal generally
prohibits the use of a group method of depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation of this provision would require administrative reorganization to
comply with the data collection requirements, as well as expensive new automated
accounting systems -- or at a minimum, significant upgrades to existing software. In
addition, determination of material differences between the component and group
accounting methods would require record keeping for both methods, adding
significantly to plant record-keeping costs, as well as audit costs. The estimated costs
to upgrade automated systems and provide additional administrative record-keeping
and data input is projected to add at least $50,000 in one-time costs and will
conservatively exceed $324,729 on an annual basis thereafter. If adopted, our
staffing costs are projected to increase by at least $99,700 annually, or more than
25%, to support the extra administrative and reporting burdens of this requirement.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions of mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in the results of operations
in the current accounting period. Implementation of this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results of operations. Annual gains / (losses) closed to the accumulated
depreciation account over the past three years have averaged $98,943. Electricity

rates would likely require significant upward adjustment to provide for this increased
uncertainty of earnings.
•

Electric Cooperative Accounting Requirements generally recognize the cost of
removal of a plant asset over the useful life of that asset, as a component of the
depreciation rate. The PP&E Accounting Proposal would require that cost of removal
be reflected in the results of operations in the accounting period in which such cost
was incurred. Removal costs we’ve incurred over the past three years have averaged
$57,191 annually. Implementation of this provision would result in increased
earnings volatility, as cost of removal would be reflected in a single accounting
period. Furthermore, from the standpoint of ratemaking fairness, failure to recognize
cost of removal over the asset’s life would inequitably shift the burden of collection
of these costs from customers using the plant asset to customers during the retirement
of the plant asset.

Each of the above accounting inconsistencies pose operational problems and create
significant administrative burdens for Sedgwick County that will dramatically raise the
cost of electricity our rural member owners. The detrimental impacts of each item should
be carefiilly considered and weighed against any identifiable benefits before the AICPA
AcSEC implements the attendant provision of the PP&E Accounting Proposal for electric
utilities. Further, we recommend that any and all decisions and changes impacting PP&E
be closely coordinated in advance with RUS and all other federal and state governmental
authorities regulating electric cooperatives and the electric industry.
Sedgwick County Electric Co-op appreciates the opportunity to provide comments on the
PP&E Accounting Proposal and respectfully urges the AICPA AcSEC to consider its
views. If questions arise concerning these comments, please feel free to contact Alan
Henning at 316-542-3131.

Sincerely Yours,

Alan L Henning
General Manager
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November 13, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Dakota Electric Association appreciates the opportunity to submit written comments
regarding the above-referenced Proposed Statement o f Position (PP&E Accounting
Proposal) to the Accounting Standards Executive Committee (AcSEC) o f the American
Institute o f Certified Public Accountants (AICPA).
Dakota Electric is an electric distribution cooperative in Minnesota, providing electricity
to approximately 87,000 consumers-owners. Since Dakota Electric operates within the
capital-intensive electric utility industry, the PP&E Accounting Proposal would
significantly impact Dakota Electric’s accounting policies.
Dakota Electric follows the accounting requirements promulgated by the Rural Utilities
Service (RUS). The PP&E Accounting Proposal raises significant rate-making,
operational, and accounting concerns for Dakota Electric. The most significant problem
is the accounting inconsistencies between this proposal and the RUS Uniform System o f
Accounts and attendant RUS regulations and interpretations (collectively, Electric
Cooperative Accounting Requirements). The PP&E Accounting Proposal and the
attendant detrimental impacts to Dakota Electric include the following:
•

Electric Cooperative Accounting Requirements specify capitalization o f overheads in
support o f construction projects and permit capitalization o f an appropriate portion o f
administrative and general (A&G) costs. In addition, Electric Cooperative
Accounting Requirements specify capitalization o f preliminary investigation and
survey (PS&I) charges. The PP&E Accounting Proposal would prohibit
capitalization o f overheads, PS&I charges, and A&G costs.
Implementation o f these provisions would result in the unfavorable outcome o f
increased earnings volatility, as these overhead, PS&I charges, and A&G costs are
expensed, rather than capitalized. From the standpoint o f rate-making fairness, failure
to capitalize these costs would inequitably shift the burden o f collection o f these costs
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from customers using the plant asset over its useful life to customers during the
construction o f the plant asset.

•

Electric Cooperative Accounting Requirements prescribe use o f the group method o f
depreciation for plant assets. The PP&E Accounting Proposal would require use o f
depreciation accounting by component, defined as “a tangible part or portion o f
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life.” The PP&E Accounting Proposal generally
prohibits the use o f a group method o f depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation o f this provision would require administrative reorganization to
comply with the data collection requirements, as well as installation o f expensive
automated accounting systems. In addition, determination o f material differences
between the component and group accounting methods would require record-keeping
for both methods, adding significantly to plant record-keeping costs.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions o f mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in results o f operations in
the current accounting period.
Implementation o f this provision would result in increased earnings volatility, as
gains and losses on plant disposition are reflected in the current results o f operations.
Our electricity rates would likely have to be raised to provide for this increased
uncertainty o f earnings.

•

Electric Cooperative Accounting Requirements generally recognize the cost o f
removal o f a plant asset over the useful life o f that asset, as a component o f the
depreciation rate. The PP&E Accounting Proposal would require that cost o f removal
be reflected in the results o f operations in the accounting period in which such cost
was incurred.
Implementation o f this provision would result in increased earnings volatility, as cost
o f removal is reflected in a single accounting period. Furthermore, from the
standpoint o f rate-making fairness, failure to recognize cost o f removal over the
asset’s life would inequitably shift the burden o f collection o f these costs from
customers using the plant asset to customers during the retirement o f the plant asset.

Each o f the above accounting inconsistencies poses operational problems for Dakota
Electric. The detrimental impacts o f each item should be carefully considered and
weighed against any identifiable benefits before the AICPA AcSEC implements the
attendant provision o f the PP&E Accounting Proposal for electric utilities.
Dakota Electric appreciates the opportunity to provide comments on the PP&E
Accounting Proposal and respectfully urges the AICPA AcSEC to consider our views. If
you have any questions on our comments, please feel free to contact M arilyn Foreman,
Corporate Controller at 651-463-6385.

Sincerely,

Lou Ann W eflen
Vice President Finance
Dakota Electric Association

Beltrami Electric
Cooperative, Inc.
P.O. Box 488
4111 Technology Dr. N.W.
Bemidji, MN 56619-0488
Telephone: (218) 444-2540
800-955-6083

November 15, 2001

Mr, Marc Simon
Technical Manager, Accounting Standards
File4210.CC
American Institute of Certified Public Accountants
1211 Avenue of Americas
New York, NY 10036-8775
Re: Exposure Draft - Proposed Statement of
Position, “Accounting for Certain Costs and
Activities Related to Property, Plant and
Equipment”
Dear Mr. Simon:
Beltrami Electric Cooperative appreciates the opportunity to submit written comments
regarding the above-referenced Proposed Statement of Position (PP&E Accounting Proposal) to
the Accounting Standards Executive Committee (AcSEC) of the American Institute of Certified
Public Accountants (AICPA).
Beltrami Electric Cooperative is an electric cooperative in Minnesota, providing
electricity to approximately 17,000 consumers-owners in five counties. Since Beltrami Electric
Cooperative operates with in the capital-intensive electric utility industry, the PP&E Accounting
Proposal would significantly impact Beltrami Electric Cooperative’s accounting policies.
Beltrami Electric Cooperative follows accounting requirements promulgated by the Rural
Utilities Service (RUS). The PP&E Accounting Proposal raises significant rate-making,
operational, and accounting concerns for Beltrami Electric Cooperative. The most significant
problem is the accounting inconsistencies between this proposal and the RUS Uniform System of
Accounts and attendant RUS regulations and interpretations (collectively, Electric Cooperative
Accounting Requirements).
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The PP&E Accounting Proposal and the attendant detrimental impacts to Beltrami Electric
Cooperative include the following:
•

Electric Cooperative Accounting Requirements specify capitalization of overheads in support
of construction projects and permit capitalization of an appropriate portion of administrative
and general (A&G) costs. In addition, Electric Cooperative Accounting Requirements
specify capitalization of preliminary investigation and survey (PS&I) charges. The PP&E
Accounting Proposal would prohibit capitalization of overheads, PS&I charges and A&G
costs.
Implementation of these provisions would result in the unfavorable outcome of increased
earnings volatility, as these overhead, PS&I charges, and A&G costs are expensed, rather
than capitalized. We estimate the impact to our financial statements for these items to be
approximately $200,000 on an annual basis. Furthermore, from the standpoint of rate-making
fairness, failure to capitalize these costs would inequitably shift the burden of collection of
these costs from customers using the plant asset over its useful life to customers during the
construction of the plant asset.

•

Electric Cooperative Accounting Requirements prescribe use of the group method of
depreciation for plant assets. The PP&E Accounting Proposal would require use of
depreciation accounting by component, defined as “a tangible part or portion of [plant] that
can be separately identified as an asset and depreciated or amortized over its own separate
expected useful life.” The PP&E Accounting Proposal generally prohibits the use of a group
method of depreciation, unless it can be shown by the entity that the asset balances and
operating results under the group method is not materially different from that obtained under
the component method.
Implementation of this provision would require administrative reorganization to comply with
the data collection requirements, as well as installation of expensive automated accounting
systems. In addition, determination of material differences between the component and
group accounting methods would require record keeping for both methods, addition
significantly to plant record-keeping costs. We will also incur costs to upgrade automated
systems and provide additional administrative record keeping and data input on a one-time
cost and on an annual basis.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal dispositions of
mass assets be closed to the accumulated depreciation account, under the theory that overtime
gains and losses will net out. The PP&E Accounting Proposal would require that gains and
losses be reflected in results of operations in the current accounting period. Implementation
of this provision would result in increased earnings volatility, as gains and losses on plant
disposition are reflected in the current results of operations. Our electricity rates would likely
have to be raised to provide for this increased uncertainty of earnings.
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•

Electric Cooperative Accounting Requirements generally recognize the cost of removal of a
plant asset over the useful life of that asset, as a component of the depreciation rate. The
PP&E Accounting Proposal would require that cost of removal be reflected in the results of
operations in the accounting period in which such cost was incurred. Cost of removal
incurred over the past five years has averaged $65,900.00. Implementation of this provision
would result in increased earnings volatility, as cost of removal in reflected in a single
accounting period. Furthermore, from the standpoint of rate-making fairness, failure to
recognize cost of removal over the asset’s life would inequitably shift the burden of
collection of these costs from customers using the plant asset to customers during the
retirement of the plant asset.
Each of the above accounting inconsistencies poses operational problems for Beltrami
Electric Cooperative. The detrimental impacts of each item should be carefully considered
and weighed against any identifiable benefits before the AICPA AcSEC implements the
attendant provision of the PP&E Accounting Proposal for electric utilities.
Beltrami Electric Cooperative appreciates the opportunity to provide comments on the
PP&E Accounting Proposal and respectfully urges the AICPA AcSEC to consider our views.
If you have any questions on our comments, please feel free to contact me.
Sincerely,

Roger Spiry, General Manager
RS/kmo

PG&E Corporation
One Market, Spear Tower
Suite 2400
San Francisco, CA 94105

November 15, 2001

Marc Simon
Technical Manager, Accounting Standards, File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f Americas
New York, NY 10036-8775
Re: File 4210.CC
Dear Mr. Simon:
PG&E Corporation is pleased to respond to the American Institute o f Certified Public
Accountants Accounting Standards Executive Committee’s (AcSEC or the Committee)
invitation to comment on the Exposure Draft o f Proposed Statement o f Position Accounting for Certain Costs and Activities Related to Property, Plant, and Equipment
(the proposed SOP).
PG&E Corporation is an energy-based holding company headquartered in San Francisco,
California which was incorporated in California in 1995 and became the holding
company o f Pacific Gas and Electric Company (the Utility), in 1997. The Utility was
originally incorporated in California in 1905. The Utility is an operating public utility
engaged principally in the business o f providing electricity and natural gas distribution
and transmission services throughout most o f Northern and Central California. PG&E
Corporation’s other principal subsidiary, PG&E National Energy Group, Inc. (NEG), is
an integrated energy company with a strategic focus on power generation, new power
plant development, natural gas transmission, and wholesale energy marketing and trading
in North America.
PG&E Corporation’s comments below address the potential impacts that the proposed
SOP will have on the Utility and the NEG if it were to be implemented as currently
written. Because PG&E Corporation engages in significant construction and
development though its various subsidiaries o f long-lived assets for use in our operations,
the final SOP could have a significant impact on our financial statements. Our letter
includes comments on Issues 2 ,4 , 6, 7, 12-14,16, and 19 identified in the AICPA’s
introductory letter dated June 29, 2001.

PG&E Corporation

General Comments
We understand that a primary goal o f the proposed SOP is to enhance consistency in
accounting and disclosure practices relating to the capitalization, amortization and
removal o f property, plant and equipment (PP&E) costs. We recognize that there is
diversity in the accounting for these kinds o f costs, and we support AcSEC’s efforts to
establish a broad accounting model that would promote consistent application o f
accounting guidance as well as improve comparability o f financial information with
respect to PP&E. However, while we understand that this model is intended to have
broad application, we believe the regulatory and capital-intensive environment in which
PG&E Corporation operates presents unique issues that warrant the Committee’s separate
consideration.
First, although we would not expect to experience any net income impact at our regulated
utility from implementation o f this proposed SOP because o f the impacts o f Statement of
Financial Accounting Standards (SFAS) No. 71, Accounting fo r the Effects o f Certain
Types o f Regulation, the redundant accounting records and cumbersome reconciliations
o f the resultant regulatory assets and liabilities will increase our staffing requirements and
costs. Several o f the requirements o f the proposed SOP are in direct conflict with
guidance prescribed by our regulators. Two examples include 1) the prohibition on
capitalization o f overhead and general and administrative (G&A) costs and 2) the
expensing o f removal costs as incurred. Compliance with the requirements o f the
proposed SOP will require that we maintain separate books for financial reporting and
regulatory purposes.
Second, for capital-intensive companies, such as electric and gas utilities, we believe the
precision afforded by the component accounting method is illusory. Because gas and
electric utilities may carry millions o f individual asset items, the component accounting
requirements will result in an exponential increase in the number o f asset records.
Component accounting significantly increases the administrative burden because o f the
need to identify and track the high volume o f individual components. Accordingly, we do
not believe the guidance, as proposed, will result in an improvement in existing practice.
We recommend that the group depreciation methodology continue to be recognized as an
accepted standard for capital-intensive companies such as gas and electric utilities.
If the Committee decides to move forward with the proposed SOP, we believe there are
additional areas requiring further consideration or clarification, other than the two areas
noted above, in order to improve consistency in the application o f the guidance and
minimize the burden o f implementation. For instance, we recommend that the SOP
clearly outline instances in which it is appropriate to apply a group depreciation
methodology and provide specific examples as to how a company can justify results
produced under an alternative without having to apply the component accounting method.
We also recommend that the Committee defer implementation for at least an additional

PG&E Corporation .
year due to the high volume o f items impacted and the significant cost o f implementation.
The areas requiring further consideration or clarification and our suggestions are included
below in the addendum.
We would like it noted that we generally concur with the American Gas Association’s
(AGA) comments.
In conclusion, we believe the costs o f applying the proposed SOP outweigh the benefits
to be gained. The addendum to this letter provides a detailed analysis o f the issues that
caused us the most concern. We appreciate the opportunity to comment on the proposed
SOP and are available to discuss these issues further at your convenience.
Sincerely,

Christopher P. Johns
Senior Vice President and Controller

PG&E Corporation
Addendum

PG&E Corporation
Re: File: 4210.CC - Response to Exposure Draft o f Proposed Statement o f Position Accounting for Certain Costs and Activities Related to Property, Plant, and Equipment (the
proposed SOP)
Following are PG&E Corporation’s responses to specific issues identified by the
Committee in its proposed SOP. No comments are provided on issues 1, 3, 5, 8, 9, 10,
11, 15,17, and 18 because either PG&E agrees with the guidance in the SOP or the issue
has no impact to the Company.
Project Stage Framework
Issue 2: The guidance in this proposed SOP is presented in terms o f a project stage or
time line fram ew ork and on the basis o f the kinds o f activities perform ed during the
stages defined in the proposed SOP rather than on whether an expenditure fits into
certain classification categories such as ordinary repairs and maintenance,
"extraordinary" repairs and maintenance, replacements, betterments, additions,
redevelopments, renovations, rehabilitations, retrofits, rearrangements, refurbishments,
and reinstallations. Do you agree with that approach? I f not, what alternative would you
propose and why?
PG&E Corporation believes classification and type o f cost should provide the primary
basis for capitalization decisions. Using a project stage or time line may not truly reflect
the reality o f the cost and therefore could be misleading.
The proposed SOP defines the “in-service stage” as commencing when the PP&E is
“substantially complete and ready for its intended use.” (Paragraph 20)
PG&E Corporation agrees with the proposed SOP’s reference to SFAS No. 34,
Capitalization o f Interest Cost, to provide further interpretation o f the phrase
“substantially complete and ready for its intended use.” SFAS No. 34, paragraph 18
allows for variations in how “ready for intended use” may be defined for different assets.
For example, the Statement notes that assets constructed in parts may or may not be
“ready for intended use,” depending on interaction with other parts under construction or
other separate facilities. Therefore, companies may take technical and industry factors
into account when determining when assets are “ready for intended use.”
PG&E Corporation disagrees with the definition in this Proposed SOP that narrowly
defines “ready for intended use” in relation to preproduction test runs (paragraph 28(b),
footnote 7) as follows:

PG&E Corporation
“In the context o f preproduction test runs, PP&E is considered ready for its
intended use when it is first capable o f producing a unit o f product that is either
saleable or usable internally by the entity. Costs subsequently incurred by the
entity to enhance the production efficiency o f the PP&E - for example, to increase
a machine’s hourly output - should be charged to expense as incurred.”
When applied to the construction o f power plants, the current language would result in
financial statement consequences that do not reflect economic reality. Power plants, such
as those constructed by the NEG, are often constructed under engineering, procurement
and construction (EPC) contracts with construction companies. Before commercial
operations o f a power plant begins, the NEG declares that “substantial completion” has
occurred under the terms o f the EPC contract, indicating that the contractor has met its
obligations to provide a generating facility o f contracted capacity and efficiency.
Significant testing activities precede the declaration o f substantial completion, including
physical tests o f facility heat rate and capacity. During those testing activities, the plant
generates incidental quantities o f electricity. While the megawatts generated in testing
are technically “saleable,” the facility is not yet ready for commercial operations and
construction activities may continue for many months. If footnote 7 o f the proposed SOP
were applied, the NEG would be forced to stop capitalizing costs even though significant
construction activities were still ongoing, and to recognize depreciation expense even
though no operating income from the plant was being earned.
Therefore, to accurately account for the cost o f construction o f an asset such as a power
plant, the SOP should simply refer to SFAS No.34 for interpretation o f “ready for
intended use” rather than providing the narrow definition applicable to preproduction test
runs in footnote 7 to paragraph 28(b). The broader interpretation in SFAS No. 34
accommodates necessary differences in business processes among companies and
industries.
Accounting fo r Costs Incurred
Issue 4: The proposed SOP states that PP&E-related costs incurred during the
preacquisition, acquisition-or-construction, and in-service stages should be charged to
expense unless the costs are directly identifiable with the specific PP&E. Directly
identifiable costs include only (a) incremental direct costs incurred with independent
third parties fo r the specific PP&E, (b) employee payroll and payroll benefit-related
costs related to time spent on specified activities performed by the entity during those
stages, (c) depreciation o f machinery and equipment used directly in the construction or
installation o f PP&E and incremental costs directly associated with the utilization o f that
machinery and equipment during the acquisition-or-construction stage, and (d) inventory
(including spare parts) used directly in the construction or installation o f PP&E. All
general and administrative and overhead costs incurred, including all costs o f support
functions, should be charged to expense. See paragraphs 24, 25, 29, and 30. Do you
agree with those conclusions? I f not, what alternatives would you propose and why?
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PG&E Corporation disagrees with the proposed SOP’s prohibition on capitalization o f
overhead and general and administrative costs (G&A) as described in paragraphs 24, 25,
29 and 30 o f the proposed SOP.
PG&E Corporation believes that all costs incurred to make an asset “substantially
complete and ready for its intended use” (paragraph 34) should be capitalized as part o f
the cost basis o f the asset. Costs incurred for support functions, including expertise
provided by internal and external legal counsel, accountants and transaction advisors, are
critical to bringing an asset to commercial operations. These expenditures meet the
definition in Statement o f Financial Accounting Concepts (SFAC) No. 6 o f “costs” o f an
asset1 that provides future economic benefit. Excluding these costs from capitalization
implies that they are period costs that provide no future benefit. In fact, we would not be
able to complete construction o f our facilities without the “support functions,” both
internal and external. These costs are incremental, necessary costs and should be
considered valid capitalizable costs whether a company is paying its own employees or
external contractors.
In addition, the proposed SOP’s prohibition on capitalizing general and administrative
costs penalizes companies that choose to develop and construct long-lived assets rather
than purchasing them. Paragraphs 26 and 31 permit the capitalization o f a “third party’s
administrative overhead” built into the purchase price paid to acquire goods and services.
Thus, if the NEG chose to acquire a power plant, it could capitalize support and overhead
costs (as part o f the purchase price). Alternatively, if NEG chose to build the same plant,
it would be required to expense similar support and overhead costs incurred (unless these
costs were built into an EPC contract with a third party vendor hired to build the plant, in
which case the NEG could again capitalize the costs). The Committee should resolve this
inconsistency by recognizing that support and overhead costs are valid costs o f long-lived
assets, whether incurred by a company or by a third party.
PG&E Corporation also believes the proposed treatment o f general and administrative
costs is in direct conflict with inventory accounting rules as prescribed in Accounting
Research Bulletin No. 43, Restatement and Revision o f Accounting Research Bulletins.
That Statement prescribes that inventory shall be accounted for at cost, defined as “in
principle the sum o f the applicable expenditures and charges directly or indirectly
incurred in bringing an article to its existing condition and location.. . general and
administrative expenses should be included as period charges, except fo r the portion o f
such expenses that may be clearly related to production and thus constitute a part o f
inventory costs (product charges)... It should also be recognized that the exclusion o f all
overheads from inventory costs does not constitute an accepted accounting procedure
1SFAC No. 6, paragraph 25, “Assets are probable future economic benefits obtained or controlled by a
particular entity as a result of past transactions or events.” Paragraph 26 explains that assets may be
acquired at a cost, defined as “the sacrifice incurred in economic activities —that which is given up or
forgone to consume, to save, to exchange, to produce, etc. For example, the value of cash or other resources
given up (or the present value of an obligation incurred) in exchange for a resource measures the cost of the
resource acquired.” Support and overhead expenditures constitute costs as defined in SFAC No. 6.
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[italics added]” (chapter 4). We see no reason for differing capitalization rules related to
PP&E. At PG&E Corporation, and customary in our industry, support and overhead
costs are incurred in our normal course o f business, to directly support development and
construction o f assets. These costs should be capitalized, consistent with the guidance in
ARB No. 43.
Capitalization o f G&A costs is also required by the Federal Energy Regulatory
Commission (FERC) Uniform System o f Accounts (plant instruction 3). Since this SOP
conflicts with FERC regulations, PG&E Corporation would therefore need to maintain an
additional set o f books for financial reporting purposes to reflect these different
requirements. This would result in cumbersome reconciliations o f the regulatory assets
created as a result o f the differences between the financial and regulatory books, recorded
in accordance with SFAS No. 71, Accounting for the Effects o f Certain Types o f
Regulation. The proposed SOP would therefore require an increase in staffing for this
process.
Companies should be permitted to capitalize as PP&E the costs o f support functions,
related to both company employees and outsourced services. In addition, companies
should be permitted to establish reasonable, auditable allocation methodologies to assign
overhead costs to long-lived assets under development and construction.
Issue 6: Paragraph 37 o f the proposed SOP states that the costs o f normal, recurring, or
periodic repairs and maintenance activities should be charged to expense as incurred. It
also states that all other costs related to PP&E that are incurred during the in-service
stage should be charged to expense as incurred unless the costs are incurred fo r (a) the
acquisition o f additional PP&E or components or (b) the replacement o f existing PP&E
or components ofPP&E. Do you agree with those conclusions? I f not, what alternatives
would you propose and why?
PG&E Corporation disagrees with the proposed SOP’s utilization o f different
capitalization principles for improvements among the “stages” as defined in the proposed
SOP. Instead, as stated in the comments to Issue 4, costs should be capitalized if they
meet the definition o f an asset, or enhancement o f an asset, as they contribute to probable
future economic benefits.

2For example, PG&E allocates the incremental portion of G&A costs to capital projects using allocation
rates established through the results of periodic engineering studies.
3 SFAC No. 6, paragraph 26 describes one of an asset’s “essential characteristics” as the “[embodiment of]
a probable future benefit that involves a capacity, singly or in combination with other assets, to contribute
directly or indirectly to future net cash inflows.”
Paragraph 31 states, “Services provided by other entities, including personal services, cannot be stored and
are received and used simultaneously. They can be assets of an entity only momentarily —as the entity
receives and uses them —although their use may create or add value to other assets of the entity [emphasis
added].”
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Issue 7: Paragraph 39 o f the proposed SOP states that costs o f removal, except fo r
certain limited situation demolition costs, should be charged to expense as incurred. Do
you agree with that conclusion? I f not, what alternative would you propose and why?
PG&E Corporation disagrees that removal costs should be expensed. Under the FERC
Uniform System o f Accounts, PG&E Corporation receives negative salvage value for the
costs o f removal in the calculation o f depreciation. This practice results in the allocation
o f removal costs over the useful life o f the asset. Expensing removal costs as incurred
would result in the carrying o f an additional regulatory asset or liability relating to the
difference between regulatory and GAAP books, recorded in accordance with SFAS No.
71. PG&E Corporation understands that the current guidance will be modified to
compliment SFAS No. 143, Accounting fo r Asset Retirement Obligations.
PG&E Corporation also disagrees with the inconsistent treatment o f demolition costs for
newly acquired property versus existing property. Under the proposed SOP, a company is
permitted to capitalize demolition costs associated with the readying o f new land, but is
prohibited from capitalizing demolition costs on existing land. The accounting treatment
should be consistent and permit capitalization o f demolition costs on existing property as
well as acquired property.
Component Accounting
Issue 12: Paragraphs 49 through 56 o f the proposed SOP discuss component accounting
and state that i f a component has an expected useful life that differs from the expected
useful life o f the PP&E asset to which it relates, the component should be accounted fo r
separately and depreciated or amortized over its separate expected useful life. Do you
agree with this approach to accounting fo r PP&E? I f not, what alternative would you
propose and why?
Issue 13: Paragraphs 38 and 51 o f the proposed SOP state that when existing PP&E is
replaced or otherwise removed from service and the replacement is capitalized, the net
book value o f the replaced PP&E should be charged to depreciation expense in the
period o f replacement. Do you agree with this approach? I f not, what alternative would
you propose and why?
Issue 14: The proposed SOP requires the use o f component accounting to depreciate
identified components over their respective expected useful lives. As noted in paragraph
A48 o f the proposed SOP, entities have developed and utilized various conventions to
depreciate assets, including group depreciation or use o f composite lives. Those
conventions are acceptable only i f they result in approximately the same gross PP&E,
depreciation expense, accumulated depreciation, and gains or losses on disposals o f
PP&E as the component accounting method required by this proposed SOP. Do you
agree with this approach? I f not, what alternative would you propose and why?
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PG&E Corporation’s Response to Issues 12-14:
PG&E Corporation strongly disagrees with the proposed component accounting approach
(issues 13 and 14) if it would result in the elimination o f the existing group depreciation
practice. We recommend that the group depreciation methodology be recognized as an
acceptable alternative for capital-intensive industries such as gas and electric utilities
without requiring a comparison to results computed using the component accounting
approach. At a minimum, the SOP should clearly outline when it is appropriate to use the
group depreciation methodology.
Particularly in the electric and gas utility industry, group depreciation has long been
accepted as a rational and systematic method that matches revenues generated with the
related expense. The Utility bases its group depreciation rates on periodic engineering
studies or estimates o f the mortality dispersion o f the group. Application o f this
methodology results in periodic depreciation expense that reflects an estimate o f the
average service life o f all units within a given group even though individual units within
the group may have an actual service life longer or shorter than that o f the group average.
The component accounting method would be unduly burdensome to many companies in
the electric and gas industry, where high volumes o f asset records are required.
Component accounting significantly increases the administrative burden because o f the
need to track individual components.
PG&E Corporation’s subsidiary, the Utility, is able to maintain a relatively low volume o f
asset records (about 250,000 including vintage data) only because it can use group
depreciation methodology. If required to use the proposed component approach, asset
records would increase exponentially to the point where they would become
unmanageable. For example, the Utility’s mass plant includes the following physical
assets:
■
■
■
■
■

2.2 million distribution poles
1 million transformers
4.9 million electric meters
4.1 million gas meters
3.9 million regulators

Moreover, the increased volume o f asset records and transactions would adversely affect
the time required to close the financial books each month and would make reports
cumbersome and slower to produce. The current asset record population o f
approximately 250,000 records and 100,000 open projects requires 7 hours o f computer
processing time (3 hours for settlement and 4 hours for capitalization) to process costs to
the proper asset records in the Utility’s SAP R/3 based accounting system. Using the
SOP’s proposed component accounting, asset records would increase to several million
and processing time could increase to several days. The longer processing time increases

the time required to generate periodic financial results without enhancing the accuracy o f
the resulting data.
Paragraph A-48 o f the proposed SOP states that conventions such as group depreciation
are acceptable only if they produce results that approximate the results provided by the
component accounting method. If the AcSEC does not recognize the group depreciation
method as an accepted standard for capital intensive industries, as PG&E Corporation
recommends, then the SOP should clarify how, without having to apply the component
accounting method, a capital intensive company can compare the results o f an alternative
method with that component method. For clarity on this issue, the SOP should include an
example o f such a comparison, perhaps as an appendix.
Transition and Effective Date
Issue 16: Paragraph 71 o f the proposed SOP states that the prescribed component
accounting guidance should be initially adopted fo r existing PP&E using one o f two
alternatives, the election and disclosure o f which should be made when the SOP is
adopted. Do you agree with that approach and, i f so, do you agree with the choice o f the
two alternatives from which the election is to be made? I f you do not agree with that
approach fo r existing PP&E, what approach would you propose and why?
If the proposed SOP is adopted, PG&E Corporation recommends deferring its
implementation for more than one year from the currently proposed implementation
deadline due to the high volume o f items impacted and the significant cost o f
implementation. Additionally, disclosure should not be required prior to implementation.
Issue 19: Under paragraph 71(a) o f the proposed SOP, and as illustrated in Example 3 in
appendix C, an entity applying component accounting retroactively at date o f adoption
may calculate a difference between the pre-adoption balance o f accumulated
depreciation and the balance recalculated based on the estimated useful lives o f
components that previously were not accounted fo r as separate components. Under that
paragraph, the difference is allocated back to the accumulated depreciation o f each
component based on the net book values o f the components. Two alternatives considered
were recording the difference as a cumulative effect type adjustment at adoption and
recording the difference as additional depreciation expense at adoption. D o you agree
with the proposed approach or either o f the alternatives, and why?
PG&E Corporation concurs with the alternative presented in Example 3, Appendix C o f
the proposed SOP based on our understanding that implementation o f this alternative
does not have a financial impact.

Farmers Electric Cooperative
1959 Yoder Ave. SW
S M a n a ^ a 52247

November 16, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:

Farmers Electric Cooperative appreciates the opportunity to submit written comments
regarding the above-referenced Proposed Statement o f Position (PP&E Accounting
Proposal) to the Accounting Standards Executive Committee (AcSEC) o f the American
Institute o f Certified Public Accountants (AICPA).

Farmers Electric Cooperative is an electric cooperative in Iowa, providing electricity to
approximately 596 consumers-owners in 3 counties. Since Farmers Electric Cooperative
operates within the capital-intensive electric utility industry, the PP&E Accounting
Proposal would significantly impact Farmers Electric Cooperative's accounting policies.

Farmers Electric Cooperative is required to follow accounting requirements
promulgated by the Plural Utilities Sendee (RUS). The PP&E Accounting Proposal raises
significant rate-making, operational, and accounting concerns for Farmers Electric
Cooperative. The most significant problem is the accounting inconsistencies between this
proposal and the RUS Uniform System o f Accounts and attendant RUS regulations and
interpretations (collectively, Electric Cooperative Accounting Requirements). The PP&E
Accounting Proposal and the attendant detrimental impacts to Farmers Electric
Cooperative include the following:
•

Electric Cooperative Accounting Requirements specify capitalization o f overheads in
support of construction projects and permit capitalization o f an appropriate portion of
administrative and general (A&G) costs. In addition, Electric Cooperative
Accounting Requirements specify capitalization o f preliminary investigation and
survey (PS&I) charges. The PP&E Accounting Proposal would prohibit
capitalization o f overheads, PS&I charges, and A&G costs.

Implementation of these provisions would result in the unfavorable outcome o f
increased earnings volatility, as these overhead, PS&I charges, and A&G costs are
expensed, rather than capitalized. We estimate the impact to our financial
statements for these items to be approximately $2,000.00 on an annual basis.
Approximately 65% o f this amount relates to overheads, 25% relates to A&G costs,
and 10% relates to PS&I charges. Furthermore, from the standpoint o f rate-making
fairness, failure to capitalize these costs would inequitably shift the burden o f
collection o f these costs from customers using the plant asset over its useful life to
customers during the construction o f the plant asset.

•

Electric Cooperative Accounting Requirements prescribe use o f the group method of
depreciation for plant assets. The PP&E Accounting Proposal would require use o f
depreciation accounting by component, defined as “a tangible part or portion o f
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life.” The PP&E Accounting Proposal generally
prohibits the use o f a group method o f depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation o f this provision would require administrative reorganization to
comply with the data collection requirements, as well as installation o f expensive
automated accounting systems. In addition, determination o f material differences
between the component and group accounting methods would require record-keeping
for both methods, adding significantly to plant record-keeping costs. The estimated
costs to upgrade automated systems and provide additional administrative record
keeping and data input is approximately $25,000.00 in one-time costs and $5,000.00
on an annual basis, respectively.

•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions o f mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in results o f operations in
the current accounting period. Implementation o f this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in
the current results o f operations. Gains (or Losses) closed to the accumulated
depreciation account averaged $100,000.00 over the past five years, varying from
$1,000.00 in gain (or loss) to $20,000.00 in gain (or loss). Our electricity rates would
likely have to be raised to provide for this increased uncertainty o f earnings.

•

Electric Cooperative Accounting Requirements generally recognize the cost o f
removal o f a plant asset over the useful life o f that asset, as a component o f the
depreciation rate. The PP&E Accounting Proposal would require that cost o f removal
be reflected in the results o f operations in the accounting period in which such cost
was incurred. Cost o f removal incurred over the past five years has averaged
$15,000.00. Implementation o f this provision would result in increased earnings
volatility, as cost o f removal is reflected in a single accounting period. Furthermore,
from the standpoint o f rate-making fairness, failure to recognize cost o f removal over
the asset’s life would inequitably shift the burden o f collection o f these costs from
customers using the plant asset to customers during the retirement o f the plant asset.

Each o f the above accounting inconsistencies poses operational problems for Farmers
Electric Cooperative The detrimental impacts o f each item should be carefully
considered and weighed against any identifiable benefits before the AICPA AcSEC
implements the attendant provision o f the PP&E Accounting Proposal for electric
utilities.

Farmers Electric Cooperative appreciates the opportunity to provide comments on the
PP&E Accounting Proposal and respectfully urges the AICPA AcSEC to consider our
views. If you have any questions on our comments, please feel free to contact Warren B.

McKenna at (319) 683-2510.

Sincerely,

Warren B. McKenna
Farmers Electric Cooperative
1959 Yoder Ave. SW
Kalona, IA 52247

j P M o rg a n Chase
Joseph L. Sclafani
Executive Vice President and Controller

November 15, 2001

Marc Simon, Technical Manager
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
File Reference 4210.CC
AcSEC’s Proposed Statement of Position, “ A c c o u n tin g fo r C ertain C osts and
A c tiv itie s R elated to P roperty, Plant, and E q u ip m e n t”

Dear Mr. Simon:
J.P. Morgan Chase & Co. (“JPMorgan Chase”) is pleased to provide its comments on
the Proposed Statement of Position, “Accounting for Certain Costs and Activities Related
to Property, Plant, and Equipment” (the “Exposure Draft” or the “Proposed SOP”) and
the related issues as outlined by AcSEC in its Areas Requiring Particular Attention by
Respondents section that is included in this Exposure Draft.
JPMorgan Chase supports the broad goal of the AICPA to promote consistency related
to the accounting for Property, Plant, and Equipment (PP&E). The Proposed SOP
provides a workable and logical approach to accounting for fixed assets. In addition,
clarifying the accounting for PP&E will reduce current inconsistencies surrounding
interpretation and application.
The attached pages set forth our views to the questions and issues raised in the
AlCPA's Exposure Draft for AcSEC’s consideration. Also attached is our comment letter
on the Proposed Statement of Financial Accounting Standards, “Accounting in Interim
and Annual Financial Statements for Certain Costs and Activities Related to Property,
Plant, and Equipment’ for reference.
We appreciate the opportunity to submit our views on the Proposed SOP and would be
pleased to discuss our comments with you. If you have any questions, please contact
either me or David M. Morris at (212) 701-7007.
ery truly yours,
V

Joseph L. Sclafani

J.P. Morgan Chase & Co. • 270 Park Avenue, Floor 28, New York, NY 10017-2070
Telephone: 212 270 7559 • Facsimile: 212 270 9589
joseph.sclafani@chase.com

J.P Morgan Chase & Co.
Invitation to Comment on the AlCPA’s Exposure Draft of the Proposed Statement of
Position, “Accounting for Certain Costs and Activities Related to Property, Plant, and
Equipment’
Issues
Scope
Issue 1: Paragraph 10 of the Proposed SOP states that the SOP does not provide

specific guidance on lessor or lessee accounting for reimbursements of costs
incurred by a lessor that are directly recoverable from lessees under the terms of
one or more leases, and that the lessor and lessee should refer to FASB
Statement No. 13, Accounting for Leases, and related lease accounting literature
for guidance on accounting for such reimbursements. In many instances,
depending on the terms of the lease, those reimbursements may constitute
minimum lease payments or contingent rentals under FASB Statement No. 13. As
discussed in paragraph A2 of the Proposed SOP, AcSEC elected not to address
the accounting for such transactions in this SOP because AcSEC did not want to
create conflicts with existing lease accounting guidance and AcSEC did not
believe it was appropriate to address the accounting under all of the various
reimbursement scenarios and arrangement structures within the scope of this
SOP. Are there significant practice issues or concerns related to the accounting
for contractually recoverable expenditures that should be addressed in the
Proposed SOP? Do you believe that there are other areas addressed in the
Proposed SOP that, with respect to their application to lessors and lessees of
PP&E, could create conflicts with existing lease accounting standards?
We agree with AcSEC’s conclusion that accounting for contractually recoverable
expenditures should not be included within the scope of this Proposed SOP as there are
many different accounting scenarios that could occur based on the facts and
circumstances contained in the lease contracts.
Project Stage Framework
Issue 2: The guidance in this Proposed SOP is presented in terms of a project

stage or time line framework and on the basis of the kinds of activities performed
during the stages defined in the Proposed SOP rather than on whether an
expenditure fits into certain classification categories such as ordinary repairs and
maintenance, “extraordinary” repairs and maintenance, replacements,
betterments, additions, redevelopments, renovations, rehabilitations, retrofits,
rearrangements, refurbishments, and reinstallations. Do you agree with that
approach? If not, what alternative would you propose and why?
The project stage or time line framework presentation is the appropriate and logical
approach to follow.
Issue 3: Paragraph 16 of the Proposed SOP states that the preliminary stage ends

and the preacquisition stage begins when the acquisition of specific property,
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plant, and equipment (PP&E) is considered probable. Paragraph 22 of the
Proposed SOP states that, other than the costs of options to acquire PP&E, all
costs incurred during the preliminary stage should be charged to expense as
incurred. Do you agree with that conclusion? If not, how would you propose to
modify the guidance and why?
All costs incurred during the preliminary stage, with the exception of options to acquire
specific PP&E, should be charged to expense as incurred, since there is a high degree
of uncertainty as to whether the particular PP&E project will commence. Further, we
agree with the conclusion that the preliminary stage ends when the acquisition or
construction of the PP&E becomes probable. The additional guidance contained in
paragraph 16 assists in determining the probable outcome of acquiring or constructing a
particular PP&E (management approves, funding resources are available and the ability
exists to meet government regulations).
A change is needed to make the Capitalization-Expense Matrix (Appendix B) consistent
with paragraph 22 of the Proposed SOP. The “Accounting for costs directly identifiable
with specific PP&E” section of the Preliminary Stage column should read, “Expense,
except for certain options to acquire PP&E.”
Accounting for Costs Incurred
Issue 4: The Proposed SOP states that PP&E-related costs incurred during the

preacquisition, acquisition-or-construction, and in-service stages should be
charged to expense unless the costs are directly identifiable with the specific
PP&E. Directly identifiable costs include only (a) incremental direct costs incurred
with independent third parties for the specific PP&E, (b) employee payroll and
payroll benefit-related costs related to time spent on specified activities
performed by the entity during those stages, (c) depreciation of machinery and
equipment used directly in the construction or installation of PP&E and
incremental costs directly associated with the utilization of that machinery and
equipment during the acquisition-or-construction stage, and (d) inventory
(including spare parts) used directly in the construction or installation of PP&E.
All general and administrative and overhead costs incurred, including all costs of
support functions, should be charged to expense. See paragraphs 24, 25, 29, and
30. Do you agree with those conclusions? If not, what alternatives would you
propose and why?
Only costs directly identifiable and incrementally related to the acquisition or construction
of the PP&E should be capitalized. Further, all general, administrative and overhead
costs should be charged to expense as incurred. However, we do not agree with
capitalizing depreciation related to machinery and equipment used during the acquisition
or construction stage. Although these depreciation costs can be identified with the
overall project, we do not view these costs as avoidable (similar to taxes, insurance, and
ground rents discussed below).
Issue 5: Paragraph 32 of the Proposed SOP states that for real estate that is not

being used in operations, costs of property taxes, insurance, and ground rentals
should be capitalized, to the extent of the portion of the property that is under
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development, during the time that activities that are necessary to get the asset
ready for its intended use are in progress. Do you agree with that conclusion? If
not, what alternative would you propose and why?
Yes, we agree with the conclusion that costs of taxes, insurance, and ground rentals be
capitalized during the period where activities are occurring to get the asset ready for its
intended use. AcSEC’s analogy to SFAS 34, which indicates interest can be capitalized
because interest costs would have been avoided had the entity not constructed the
PP&E, is appropriate.
Issue 6: Paragraph 37 of the Proposed SOP states that the costs of normal,

recurring, or periodic repairs and maintenance activities should be charged to
expense as incurred. It also states that all other costs related to PP&E that are
incurred during the in-service stage should be charged to expense as incurred
unless the costs are incurred for (a) the acquisition of additional PP&E or
components or (b) the replacement of existing PP&E or components of PP&E. Do
you agree with those conclusions? If not, what alternatives would you propose
and why?
Yes, we agree with these conclusions.
Issue 7: Paragraph 39 of the Proposed SOP states that costs of removal, except
for certain limited situation demolition costs, should be charged to expense as
incurred. Do you agree with that conclusion? If not, what alternative would you
propose and why?

Removal costs, in general, do not represent assets or costs related to getting an asset
ready for its intended use and should be expensed as incurred. The criteria given for
permitting the capitalization of certain demolition costs are appropriate.
Issue 8: Paragraph 44 of the Proposed SOP states that the total of costs incurred

for planned major maintenance activities does not represent a separate PP&E
asset or component. It states that certain of those costs should be capitalized if
they represent acquisitions or replacements and that all other costs should be
charged to expense as incurred. Paragraph 45 prohibits alternative accounting
treatments including—(a) the accrual of a liability for the estimated costs of a
planned major maintenance activity prior to their being incurred, and (b) the
deferral and amortization of the entire cost of the activity. Do you agree with those
conclusions? If not, what alternatives would you propose and why?
JPMorgan Chase does not have the expertise or practical knowledge needed to provide
extensive comments on this issue, as we are not an airline company. Intuitively though,
planned major maintenance activities do not necessarily represent capitalized costs
(unless they meet the criteria as established under this SOP). The prohibition of
alternative accounting treatments to provide consistency in reporting within the airline
industry is appropriate.
Issue 9: Paragraph 45 of the Proposed SOP further prohibits, as an alternative

accounting treatment, the “built-in overhaul” method for costs incurred for
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planned major maintenance activities. Under that method, additional depreciation
expense is recognized currently to give effect to the decline in service potential
that is subsequently restored once the major maintenance activity occurs. When
the major maintenance activity occurs, its cost is considered capitalizable. In lieu
of the built-in overhaul method, AcSEC concluded that better cost allocation
would result from the use of component accounting and limiting the major
maintenance activities that would be capitalizable to costs that represent
replacements of components of PP&E. Should the costs of restoring PP&E’s
service potential, in addition to the cost of replacements that would be
capitalizable under this Proposed SOP, be eligible for capitalization? Do you
believe that prohibiting the built-in overhaul method is appropriate, or should it be
allowed as an alternative method? If you believe that the built-in overhaul method
should continue to be allowed, what industries or entities should be allowed to
use it, and why?
AcSEC’s general conclusion that costs incurred to restore a PP&E back to its original
service potential should be expensed as incurred is appropriate.
Use of Inventory in Production of Internal-Use PP&E
Issue 10: Paragraphs 47, 48, and A41 of the Proposed SOP discuss the situation in
which an entity owns an asset that it intended to sell as inventory but
subsequently decided to retain for use in its own internal operations. Those
paragraphs state that the entity should evaluate for impairment amounts included
in PP&E that were previously capitalized as inventory but should not redetermine
their carrying amount as PP&E using the guidance in the Proposed SOP, unless
the entity has a pattern of changing the intended use of assets from inventory to
PP&E. Do you believe that guidance is appropriate, or should an entity be
required to redetermine the carrying amount of PP&E assets previously
capitalized as inventory, and why? Should AcSEC provide additional guidance on
what kinds of changes in intended use constitute a “pattern,” and why?

This guidance would be appropriate as this type of activity should be infrequent in
nature. As a result, the difference in the redetermined carrying amount under the
Proposed SOP cost accumulation rules should be insignificant. Further, AcSEC should
provide additional guidance as to what constitutes a pattern or add language to the
document emphasizing that this type of activity should be infrequent.
PP&E-Type Assets Produced for Sale or Operating Lease
Issue 11: The Proposed SOP requires assets that are produced by an entity to be
leased to a lessee under an operating lease to be accounted for under the
provisions of this SOP. As discussed in paragraph A43 of the Proposed SOP,
AcSEC recognizes that some entities routinely construct or manufacture
products, some of which are sold directly and some of which are leased to
lessees under sales-type leases whereas others are leased to lessees under
Operating leases. In some situations, the entity does not know the form the
transaction will take until it occurs, and the customer decides whether its
acquisition of product will be accomplished through purchase or lease. The
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Proposed SOP requires an entity to accumulate costs differently for similar assets
depending on whether the asset is sold outright or leased to a lessee under a
sales-type lease (in either case, inventory cost accumulation rules would apply) or
leased to a lessee under an operating lease (in which case, the cost accumulation
provisions of the Proposed SOP would apply). Do you agree with that conclusion
and, if so, do you believe the Proposed SOP should provide additional guidance
on such cost accumulation? Or would it be preferable for a single cost
accumulation model to apply during the production process and that there should
be a presumption that the assets should be accounted for all as inventory or all as
PP&E? If so, which presumption should be applied and why?
As a practical matter, the difference in per unit accumulated costs between inventory
cost accumulation rules and PP&E cost accumulation rules would probably be
insignificant for an entity that routinely constructs or manufactures products in mass
quantities, such as photocopiers. Therefore, AcSEC should add language to the
Proposed SOP that permits an entity to continue using inventory cost accumulation
rules, provided the entity can demonstrate that the difference in per unit costs under
each set of cost accumulation rules is insignificant. This will provide some flexibility for
entities to study and assess various alternatives based on a best cost I benefit
relationship.
Component Accounting
Issue 12: Paragraphs 49 through 56 of the Proposed SOP discuss component

accounting and state that if a component has an expected useful life that differs
from the expected useful life of the PP&E asset to which it relates, the component
should be accounted for separately and depreciated or amortized over its
separate expected useful life. Do you agree with this approach to accounting for
PP&E? If not, what alternative would you propose and why?
We agree with the componentization approach.
Issue 13: Paragraphs 38 and 51 of the Proposed SOP state that when existing

PP&E is replaced or otherwise removed from service and the replacement is
capitalized, the net book value of the replaced PP&E should be charged to
depreciation expense in the period of replacement. Do you agree with this
approach? If not, what alternative would you propose and why?
When existing PP&E is replaced or otherwise removed from service and the
replacement is capitalized, the net book value of the replaced PP&E should be charged
to depreciation expense in the period of replacement.
Issue 14: The Proposed SOP requires the use of component accounting to

depreciate identified components over their respective expected useful lives. As
noted in paragraph A48 of the Proposed SOP, entities have developed and utilized
various conventions to depreciate assets, including group depreciation or use of
composite lives. Those conventions are acceptable only if they result in
approximately the same gross PP&E, depreciation expense, accumulated
depreciation, and gains or losses on disposals of PP&E as the component
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accounting method required by this Proposed SOP. Do you agree with this
approach? If not, what alternative would you propose and why?
We agree with this approach, provided that the entity can clearly demonstrate that the
use of those conventions produces results comparable to component accounting.
Amendments to Other Guidance
Issue 15: Paragraphs 61 and 63 of the Proposed SOP list amendments to SOP 85-

3, Accounting by Agricultural Producers and Agricultural Cooperatives, and the
AICPA Audit and Accounting Guide Audits of Agricultural Producers and
Agricultural Cooperatives, respectively. Do you agree with the Proposed
amendments? Do you believe that there are unique aspects of agricultural
accounting, such as the accounting for breeding and production animals and the
accounting for plants and vines, that should not be amended by the Proposed
SOP, and why?
JPMorgan Chase does not have the practical knowledge needed to provide extensive
comments on this issue. However, intuitively, the approach and guidelines as illustrated
within the Proposed SOP are workable and should be applied to agricultural accounting
as well.
Transition
Issue 16: Paragraph 71 of the Proposed SOP states that the prescribed

component accounting guidance should be initially adopted for existing PP&E
using one of two alternatives, the election and disclosure of which should be
made when the SOP is adopted. Do you agree with that approach and, if so, do
you agree with the choice of the two alternatives from which the election is to be
made? If you do not agree with that approach for existing PP&E, what approach
would you propose and why?
We support the proposed approach to offer a choice of the two alternatives for initially
adopting the Proposed SOP. This transition guidance supports AcSEC’s decision to
allow the entity to determine the appropriate adoption based on a cost benefit approach.
Issue 17: Under paragraph 71(a) of the Proposed SOP, the allocation of existing
net book value to components at transition should be based on (a) allocation of
original accounting records, if available, (b) relative fair values of components at
date of transition, if original accounting records are not available, or (c) another
reasonable method, if relative fair value is not practicable. Do you agree that that
ordering of allocation methods is appropriate? If you believe that a different order
would be appropriate, what order would you propose and why? Should the
Proposed SOP provide additional examples to illustrate what constitutes “another
reasonable method”?
We agree that this ordering of allocation methods is appropriate.
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Issue 18: Paragraph 72 of the Proposed SOP states that the SOP should be
applied prospectively for all costs incurred after the adoption of the SOP. It also
states that costs incurred prior to the adoption of the Proposed SOP should not
be re-characterized (as capital or expense items) to conform to the guidance in the
SOP, with the exception of certain costs of planned major maintenance activities.
Do you agree with that approach? If you do not agree with that approach, what
approach would you propose and why?
We agree with this approach.
Issue 19: Under paragraph 71(a) of the Proposed SOP, and as illustrated in
Example 3 in appendix C, an entity applying component accounting retroactively
at date of adoption may calculate a difference between the pre-adoption balance
of accumulated depreciation and the balance recalculated based on the estimated
useful lives of components that previously were not accounted for as separate
components. Under that paragraph, the difference is allocated back to the
accumulated depreciation of each component based on the net book values of the
components. Two alternatives considered were recording the difference as a
cumulative effect type adjustment at adoption and recording the difference as
additional depreciation expense at adoption. Do you agree with the Proposed
approach or either of the alternatives, and why?
The approach to allocate the difference back to the original accumulated depreciation
based on the net book values of the components is appropriate. This approach would
be consistent with the accounting on a single fixed asset where the future estimated life
was decreased. In other words, the accounting would be treated as a change in
accounting estimate that would adjust depreciation expense prospectively.
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November 14, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC

American Institute of Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Leavenworth-Jefferson Electric Cooperative, Inc. appreciates the opportunity to submit
written comments regarding the above-referenced Proposed Statement o f Position (PP&E
Accounting Proposal) to the Accounting Standards Executive Committee (AcSEC) o f the
American Institute o f Certified Public Accountants (AICPA).
Leavenworth-Jefferson Electric Cooperative, Inc. is an electric cooperative in the state o f
Kansas, providing electricity to approximately 8143 consumers-owners in 5 counties.
Since we operate within the capital-intensive electric utility industry, the PP&E
Accounting Proposal would significantly and negatively impact Leavenworth-Jefferson
Electric Cooperative’s accounting policies and administrative costs. Over the past three
years, additions to our total utility plant have averaged $1,241,7964 annually. During
this same period, yearly reported patronage capital (margins) has averaged $755,105. We
conservatively estimate that, if adopted, this PP&E proposal could decrease these
margins by at least 66.2%. Resultant electric rates to our consumers would have to be
increased substantially to cover the incremental costs associated with this proposal and to
protect our financial integrity and credit rating.
Leavenworth-Jefferson Electric Cooperative, Inc. is required to follow accounting
requirements promulgated by the Rural Utilities Service (RUS). The PP&E Accounting
Proposal raises significant ratemaking, operational, and accounting concerns for
Leavenworth-Jefferson Electric Cooperative, Inc. The most significant o f these concerns
arise due to accounting inconsistencies between this proposal and the RUS Uniform
System o f Accounts and attendant RUS regulations and interpretations (collectively,
Electric Cooperative Accounting Requirements).
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The PP&E Accounting Proposal and the attendant detrimental impacts to LeavenworthJefferson Electric Cooperative, Inc. include the following:
•

Electric Cooperative Accounting Requirements specify capitalization o f overheads in
support o f construction projects and permit capitalization o f an appropriate portion o f
administrative and general (A&G) costs.
In addition, Electric Cooperative
Accounting Requirements specify capitalization o f preliminary investigation and
survey (PI&S) charges.
The PP&E Accounting Proposal would prohibit
capitalization o f overheads, PI&S charges, and A&G costs.
Implementation o f these provisions would dramatically increase earnings volatility, as
these overhead, PI&S charges, and A&G costs would be expensed, rather than
capitalized as they are today. We estimate that the annual financial impact o f these
items would decrease our margins by at least $118,350 annually or more depending
upon the extent o f the capital restrictions ultimately imposed. Furthermore, from the
standpoint o f rate-making fairness, failure to capitalize these costs would inequitably
shift the burden o f collection o f these costs from customers using the plant asset over
its useful life to existing customers at the time the plant asset is constructed.

Electric Cooperative Accounting Requirements prescribe the use o f the group method
'• o f depreciation for plant assets. The PP&E Accounting Proposal would require use o f
? depreciation accounting by component, defined as “a tangible part or portion o f
[plant] that can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life”. The PP&E Accounting Proposal generally
prohibits the use o f a group method o f depreciation, unless it can be shown by the
entity that the asset balances and operating results under the group method is not
materially different from that obtained under the component method.
Implementation o f this provision would require administrative reorganization to
comply with the data collection requirements, as well as expensive new automated
accounting systems —or at a minimum, significant upgrades to existing software. In
addition, determination o f material differences between the component and group
accounting methods would require record keeping for both methods, adding
significantly to plant record-keeping costs, as well as audit costs. The estimated costs
to upgrade automated systems and provide additional administrative record-keeping
and data input is projected to add at least $50,000 in one-time costs and will
conservatively exceed $499,702 on an annual basis thereafter. If adopted, our
staffing costs are projected to increase by at least $148,822 annually, or more than
25%, to support the extra administrative and reporting burdens o f this requirement.
•

Electric Cooperative Accounting Requirements, consistent with group depreciation
accounting convention, generally prescribe that gains and losses on normal
dispositions o f mass assets be closed to the accumulated depreciation account, under
the theory that over time gains and losses will net out. The PP&E Accounting
Proposal would require that gains and losses be reflected in the results o f operations
in the current accounting period. Implementation o f this provision would result in
increased earnings volatility, as gains and losses on plant disposition are reflected in

the current results o f operations. Annual gains / (losses) closed to the accumulated
depreciation account over the past three years have averaged $211,979. Electricity
rates would likely require significant upward adjustment to provide for this increased
uncertainty o f earnings.
•

Electric Cooperative Accounting Requirements generally recognize the cost o f
removal o f a plant asset over the useful life o f that asset, as a component o f the
depreciation rate. The PP&E Accounting Proposal would require that cost o f removal
be reflected in the results o f operations in the accounting period in which such cost
was incurred. Removal costs w e’ve incurred over the past three years have averaged
$20^551 annually. Implementation o f this provision would result in increased
earnings volatility, as cost o f removal would be reflected in a single accounting
period Furthermore, from the standpoint o f ratemaking fairness, failure to recognize
cost o f removal over the asset s life would inequitably shift the burden o f collection
o f these costs from customers using the plant asset to customers during the retirement
o f the plant asset.

Each o f the above accounting inconsistencies pose operational problems and create
significant administrative burdens for Leavenworth-Jefferson Electric Cooperative, Inc.
that will dramatically raise the cost o f electricity our rural member owners. The
detrimental impacts o f each item should be carefully considered and weighed against any
identifiable benefits before the AICPA AcSEC implements the attendant provision o f the
PP&E Accounting Proposal for electric utilities. Further, we recommend that any and all
decisions and changes impacting PP&E be closely coordinated in advance with RUS and
all other federal and state governmental authorities regulating electric cooperatives and
the electric industry.
Leavenworth-Jefferson Electric Cooperative, Inc. appreciates the opportunity to provide
comments on the PP&E Accounting Proposal and respectfully urges the AICPA AcSEC
to consider its views. If questions arise concerning these comments, please feel free to
contact H.B. Canida, (913) 796-6111.

Sincerely Yours,

H.B. Canida
General Manager
Leavenworth-Jefferson Electric Cooperative, Inc.
CC: M r. Ron N ik o d y m , KEC

Rutherford Electric
Membership Corporation
186 Hudlow Road • Post Office Box 1569
Forest City, North Carolina 28043-1569
Telephone: (828) 245-1621 • Toll Free 1-800-521-0920
Fax: (828) 248-2319

November 12, 2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement of Position, "Accounting for Certain Costs and
Activities Related to Property, Plant and Equipment"

Dear Mr. Simon:
Rutherford Electric Membership Corporation (REMC) is an electric cooperative providing
electricity to 60,000 member/consumers on a not-for-profit basis.
REMC appreciates the opportunity to present comments on the Proposed Statement of
Position referred to above.
Our comments are as follows:
•

The proposed statement appears to take a "one size fits all" position, so as to require
every industry and business to follow the same process without consideration to
whether that process is the best method to provide a proper matching of revenues and
expenses, a most fundamental accounting principle. We feel the method provided is
not the best method of properly matching revenues and expenses in the electric
utility industry, and therefore, a more appropriate method should be utilized. We
believe the Federal Energy Commission (FERC) has spent many years developing
accounting procedures for electric utilities to assure proper matching of revenues and
expenses. We further believe the Uniform System of Accounts developed by FERC
is a much better accounting system for all areas of accounting, not just property, plant
and equipment, and should be considered for the capital-intensive electric utility
business rather than the changes that the proposed statement of position would
require. This Uniform System of Accounts has served the industry well for many
years and has led electric utilities throughout the nation to utilize the same
methodology. Accordingly, we feel any change would be detrimental to us, other
utilities and users of the financial statements that find comfort in the FERC Uniform
System of Accounts.

•

The proposed statement states"...In practice the composite life may not be
determined with a high degree of precision, and hence the composite life may not
reflect the weighted average of the expected useful lives of the asset's principal
components." While we agree with the statement above when there are a small
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number of components, we also believe that when there are a large number of small
components as found in an electric distribution system, "the composite life may be
determined with a reasonable degree of precision" and would be an appropriate
method of accounting.
•

We understand that the National Rural Electric Cooperative Association (NRECA)
our national trade association, has provided comments on the proposed statement and
based on our review of a copy of their response, we would like the record to show
that we agree with the comments in the NRECA response.

We appreciate the opportunity to provide comments and respectfully request you
consider our views on the proposed statement.

Very truly yours.

Gary A. Whitener
Executive Vice President and
General Manager

Texas-New Mexico
Power Company.
Scott Forbes
Vice President— Chief Accounting and Information Officer

4100 International Plaza
Fort Worth, Texas 76109-4820
P.O. Box 2943
Fort Worth, Texas 76113-2943
(817) 731-0099

November 12,2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
RE: Proposed Statement of Position (SOP) - Accounting for Certain Costs and
Activities Related to Property, Plant and Equipment (PP&E)
Dear Mr. Simon,
Texas-New Mexico Power Company (TNMP) appreciates the opportunity to respond
to the proposed Statement of Position issued by the Accounting Standards Executive
Committee (AcSEC) regarding “Accounting for Certain Costs and Activities Related
to Property, Plant, and Equipment.”
TNMP provides community-based electric service to 85 cities and more than 240,000
customers in Texas and New Mexico. TNMP supports many of the conclusions in
the proposed SOP. However, there are conclusions regarding some issues that we
believe will be needlessly difficult and expensive to implement. Please consider our
comments regarding these issues, along with our suggestions for modifications to the
proposed SOP.
TNMP believes that the project stage framework proposed in the SOP is a
reasonable approach to use in determining whether to capitalize costs for PP&E.
We fully support the guidance and conclusions in paragraphs 42 through 45
regarding expensing planned major maintenance activities.
In paragraph 8 of the proposed SOP, AcSEC indicates that the SOP “applies to all
nongovernmental entities, including...regulated entities.”
TNMP applies the
provisions of Statement of Financial Accounting Standards (SFAS) No. 71,
“Accounting for the Effects of Certain Types of Regulation,” to the portions of its
business that are subject to cost-based regulation.
The SOP proposes accounting for several transactions that directly conflicts with the
regulatory accounting requirements to which TNMP is subject. In particular, the
accounting proposed for general and administrative overhead (paragraphs 24 and
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29), retirements of PP&E (paragraph 38), costs of removal (paragraph 39), and
component-based depreciation (paragraph 49) in the SOP conflicts with the
regulatory accounting guidelines for those items.
TNMP’s response to these conflicts would be to record regulatory assets and
liabilities to reflect the effects of cost-based regulation in its financial statements.
However, TNMP has applied the regulatory accounting for the items that are noted
above for many years and its systems were designed to capture these transactions
in accordance with the regulatory accounting requirements. Adopting the proposed
SOP would require TNMP to maintain two sets of books unless the regulators agreed
to adopt the proposed SOP for regulatory purposes. While TNMP cannot predict
when the regulators might adopt the proposed SOP, we expect that such approval
would take a relatively long period of time.
Indeed, our regulators may not adopt the proposed SOP for the purposes of
determining rates. In that event, TNMP would have to maintain two sets of books in
perpetuity. At the same time, our external financial statements would present
TNMP’s financial position, results of operations, and cash flows in accordance with
SFAS 71. Those statements could look very much the same as they do now, and
any benefit that would result from having TNMP and nonregulated entities using the
same accounting methods for PP&E would be neutralized.
Since our adoption of the SOP provisions that conflict with regulatory accounting
would result in additional compliance costs, but no additional benefit as discussed
above, we recommend that AcSEC modify the SOP to allow regulated entities to use
the methods for accounting for general and administrative overhead, retirements,
costs of removal, and depreciation that their regulators use in determining the
entities’ cost-based rates.
With regard to depreciation, the SOP requires the use of component accounting,
which is described in paragraphs 49 through 56. However, paragraph A48 of the
Basis for Conclusions states that group depreciation and use of composite lives “are
not precluded” under certain conditions. Unfortunately, the conditions in paragraph
A48 effectively prohibit the use of group depreciation and the use of composite lives.
Such practices are effectively prohibited because TNMP cannot demonstrate that
use of group depreciation and composite lives do not produce results materially
different from those obtained under component accounting without effectively
adopting component depreciation.
Adopting component depreciation requires TNMP to maintain two sets of books, as
noted above, because TNMP’s regulators require use of group depreciation and
composite lives for determining TNMP’s cost-based rates. Additionally, TNMP
currently has in service more than 250,000 distribution poles, more than 250,000
meters, and in excess of 10,000 miles of electrical conductor. Presumably, each of
the items above, along with all the other items that make up TNMP’s plant in service,
would have to be depreciated individually over a distinct useful life. Such an effort
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would be extremely costly and time consuming, particularly for a small company such
as ours.
Our use of group depreciation and composite lives for ratemaking purposes is
conditioned on our ability to establish that group depreciation results in amounts for
depreciation expense and accumulated depreciation that are reasonable and
necessary for providing service to our customers. We achieve that objective by
commissioning independent third parties to perform depreciation studies that utilize
statistical mortality data. We believe the SOP should be modified so that use of
group depreciation and composite lives supported by depreciation studies like those
used in the regulatory process would be allowed.
TNMP appreciates the opportunity to participate in the standard setting process
regarding the proposed SOP. Thank you for considering our comments.
Sincerely,

ARCHSTONE SM ITH

November 26, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
AICPA
1211 Avenue o f the Americas
New York, New York 10036-8775
Re: Proposed Statement o f Position: Accounting for Certain Costs and Activities Related to
Property, Plant and Equipment
Dear Mr. Simon:
Archstone-Smith (NYSE:ASN) is the nation’s second largest multifamily equity real estate
investment trust (REIT), based on equity market capitalization. We are an owner, operator
and developer o f apartment communities in major metropolitan areas across the country, and
a leader in our industry. We have been closely following the evolution o f the subject
proposed statement o f position (SOP) given its direct relevance to our business. ArchstoneSmith strongly believes in improved and more consistent reporting o f financial results o f
REITs to the investment community and has been an active proponent o f migrating the REIT
industry toward “net earnings” as its primary reporting measure instead o f the measure called
“funds from operations” currently used by our industry. This alternative measure was
developed largely in response to the perceived irrationality o f depreciation charges included
in net earnings given the long lived and appreciating nature o f real estate and thus
underscores the importance o f and need for improved depreciation accounting standards.
More specifically, Archstone-Smith has publicly been a proponent o f enhanced
componentization that would facilitate a better matching o f costs with depreciable life
categories. Therefore, in general, we believe that improved guidance on the topic o f cost
capitalization and componentization, and therefore depreciation, would benefit reporting o f
results for our industry. Consequently, we conceptually support efforts such as yours that
will help clarify this subject area for our industry.
However, after studying the proposed SOP, we believe that a number o f the provisions in the
proposed SOP would detract from, rather than add to, the clarity o f financial reporting to the
investment community. There are so many vague provisions in the proposed SOP, that while
the intent is good, the likely outcome may be increased confusion and room for manipulation.
Furthermore, some o f the suggested accounting procedures would be extremely cumbersome
to implement and maintain and do not appear to offer an appropriate cost benefit balance. In
addition, the proposed SOP seems to introduce new accounting principles that may be in
conflict with long standing principles supported by other areas o f literature within the body
of U.S. and international generally accepted accounting principles. We identify and
elaborate on these conflicts below.
7670 South Chester Street, Suite 100 Englewood, Colorado 80112
Telephone (303) 708 5959 ■ Fax (303) 708 5999 ■ www.archstonesmith.com
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More specifically, we have the following comments and observations. Please note that our
comments are made with the investment real estate industry in mind, given that this is our are
o f interest and expertise.
Issue Number 1:
No comment
Issues Number 2 and 3: Project Stage Framework
Generally speaking, we agree with the staged approach in the language o f the proposed SOP.
However, we disagree with the proposal that requires that certain costs incurred before actual
acquisition o f a property be expensed unless the acquisition is “probable”. We believe that
current accounting literature and management assessments and reviews adequately address
the recoverability o f any deferred pre-acquisition costs with write-off occurring when
consummation o f a pursuit is no longer probable. The accounting method suggested by the
proposed SOP would result in consummated transactions that do not fully reflect the full cost
o f acquisition, because probabilities are very subjective and can change frequently during the
pursuit process. Furthermore, we believe that FAS 67 provides adequate guidance on this
topic.
Issue number 4: Accounting for Cost o f Developing and Acquiring Investment Property
We are not aware o f significant disparities in the accounting treatment o f development and
acquisition costs related to investment properties and thus we are uncertain as to why the
proposed SOP attempts to address such issues. Current literature, primarily FAS 67 and
EITF 97-11, provide adequate guidance on the subjects. In general, we concur with the
authors o f FAS 67 who long ago drew a distinction between the accounting needs and
methods o f investment real estate versus machinery and other types o f PP&E.
Currently, accounting for development investment properties generally follows a full cost
absorption approach. Under this full cost absorption approach, companies capitalize direct
costs o f development which are generally viewed to include the overhead and payroll costs o f
development departments and other directly involved personnel, as well as their associated
rent, utilities, administrative support, development accounting costs, etc. The internal
development costs incurred, including the related overhead costs, are truly incremental and
would be eliminated in the event development activities declined or ceased.
Furthermore, in our view, executive management effort directly related to such development
activities should not be specifically excluded but rather should be treated in the same manner.
We believe that this is a very appropriate approach since all o f these support costs, including
all or portions o f directly involved executive management payroll costs, are incurred only
because the development activity is taking place. In other words, these are direct and
incremental costs, as described in FAS 67. Indirect corporate G&A costs are excluded from
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capitalization in current literature, which we agree should continue to be the case. When a
development enterprise, such as ours, evaluates the return on a potential development it must,
by necessity, consider all direct and incremental costs associated with that property. From an
economic perspective, it is clear that direct and incremental costs must be recovered from the
operating cash flow or eventual sale o f the property and are therefore considered part o f the
“basis” o f the underlying real estate. To eliminate these expenses from the calculation o f
project costs would also encourage sub-optimal investment decisions.
Treatments o f costs incurred in the acquisition o f an operating property have already been
adequately addressed in EITF 97-11, which states that those costs must be expensed. The
interaction between this proposed SOP and the EITF is confusing.
Issue 5: Accounting for Property Taxes and Insurance
We believe that current literature, primarily FAS 67, adequately addresses accounting for
capitalization o f property taxes and insurance during the construction o f a property. The
proposed SOP suggests that capitalization o f property taxes and insurance would cease when
the first unit o f a project is completed. This seems arbitrary and is contrary to the two-project
concept set forth in FAS 34 and referenced to in FAS 67. In the residential real estate
business, a typical apartment project consists o f many buildings, units or floors that are
completed over many months or even years. Each building, unit or floor is effectively
treated as a separate project. This treatment is consistent with the economic realities o f
leasing each building, unit or floor as they are completed. The accounting treatment
discussed in the proposed SOP would result in property taxes and insurance expense related
to buildings, units or floors that are not complete or ready for their intended use (the
triggering point under FAS 34) at a time when those uncompleted units are not generating
revenue.
Issue 6: Accounting for Operating Stage Costs
We generally agree that operating stage repair and maintenance costs should be expensed
unless they relate to replacement or acquisition o f components. However, we disagree with
the treatment o f costs incurred in connection with a major planned maintenance project.
Please refer to our comments under Issue 8 below.
We also disagree that only direct labor costs related to replacement or acquisition o f
components should be eligible for capitalization. We believe, as more fully discussed in
Issue 4 above, that a full cost absorption approach is appropriate for all costs specifically
associated with replacement and acquisition o f components since such costs are direct and
incremental. This is particularly true for large projects such as the renovation (re
development) o f a property which is done in order to improve its functionality, extend its life,
improve its market position and/or improve its operating efficiency. M ajor projects tend to
have many o f the same attributes as a new development. Please refer to our comments on
new developments in Issue number 4 above.
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Issue 7: Accounting for Removal Costs
We believe that for most assets it is impossible, or at least extremely impractical, to separate
removal costs from the cost o f installation o f the new replacement asset. A rule such as this
will most likely lead to inaccurate and perhaps easily manipulated “guesstimates” o f removal
costs. Therefore, we do not believe that it is theoretically correct, practical or cost justifiable,
to attempt to separately account for removal costs
Issues 8 and 9: Accounting for Planned Major Maintenance Costs
Generally, we agree with the notion that repairs and maintenance should be expensed and
that improvements and replacements should be capitalized. However, we also believe that
while planned major maintenance (also referred to as asset restoration) may oftentimes not
result in a separately identifiable asset, for long-lived assets it is a reality o f ownership that
periodic planned major maintenance will need to occur. These relatively infrequent, but
costly and necessary, planned maintenance activities are part o f the nature o f a long-lived
asset, virtually by definition. In our garden apartment property division, a good example o f
this are exterior paint projects that need to be done every few years, therefore they have a
multiple year useful life. However, we do not believe that exterior paint is significant
enough to qualify as a separate component (see our comments under Issues 12,13 and 14
below).
However, under the matching principle, we believe that this type o f major maintenance
should be charged against the income generated from the asset over the useful life o f the
major maintenance, which can span several years. As a result, we believe that planned major
maintenance costs should be capitalized and amortized over their useful life.
We also do not support the “built in overhaul” method. We believe as described above, that
costs o f restoring the service potential o f real estate investments should only be accrued and
capitalized on an as incurred basis.
Issues 10 and 11: Internal Use o f Inventory and Assets Produced for Sale
As described in the second paragraph o f Issue 4 above, we do not believe that there should be
a different cost accumulation model for internally used and held-for-rent versus held-for-sale
real estate investments. Again, we believe that FAS 67 offers adequate guidance on this
matter. The creation o f a separate cost accumulation model appears arbitrary and will
negatively impact comparability o f results o f operations and will only serve to confuse users
o f financial information.
Issues 12, 13 and 14: Component Accounting
We believe that investment real estate consists o f more than the customary categories o f land,
buildings and furniture and equipment. We believe that while investment real estate has
historically appreciated over time in total, there are certain components that depreciate and
must be periodically replaced in order to maintain the investment’s overall value.
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Therefore we are proponents o f a system whereby more detailed components and appropriate
depreciation lives are defined.
However, while the proposed SOP conceptually attempts to do this, the statement lacks
sufficient definition o f standard component categories and implies that component categories
will be far too numerous to be practical since there are many, many replaceable components
to a building. Such lack o f definition will likely result in confusion, decreased quality o f
financial reporting and sharply increased cost o f compliance.
We believe that with improved componentization o f assets and therefore an improved
relationship to assigned depreciable lives, it becomes unnecessary to remove the
undepreciated cost o f the retired asset each time an asset is replaced. On average, assuming
the assigned depreciable life is appropriate, the asset being replaced should be fully or almost
fully depreciated. It is extremely impractical and prohibitively expensive to identify and
remove the undepreciated cost o f replaced worn out assets in the normal course o f an asset’s
operating life. As an example, our company has over 75,000 units with carpet. It is not
practical to track every carpet and to attempt to remove the undepreciated cost o f an
individual carpet upon replacement. Yet in aggregate, carpets are a major component o f cost
and one that we would break out as such. We know from years o f operations that our carpets
last about five years. We do not see the need to remove the undepreciated cost with each
replacement because, on average, we will be replacing carpets as they wear out.
We strongly suggest that the proposed SOP define major component categories in a manner
that limits the number and type o f categories but provides flexibility to deal with the
numerous conditions that exist in actuality across assets, industries and companies. This will
help promote uniformity in reporting in a practical manner. For example, a rule that limited
componentization o f an investment into the five to ten top categories (as a percent o f total
cost) would give companies guidance on how to determine their components. In the
residential real estate industry, this would probably result in most residential companies
listing land, land improvements, core building, roofs, carpets, appliances and HVAC
equipment as the major components o f a building. Depreciation lives could then be more
meaningfully assigned to those components as compared to today’s common practice o f
using a composite life. For example, a new building’s core m ay have a life o f 75 to 100
years, a new roof a life o f 20 years, a new carpet a life o f 5 years, etc. Note that many
buildings in large cities, such as New York, have remained economically viable for 100 years
or more. We expect that the core building o f many o f our high rise assets will have an
economically viable life o f over 75 years given the nature and quality o f construction, as well
as their location. However, when an existing building is purchased, the life o f each
component may be less than that for a newly constructed building unless the component has
been recently replaced.
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The components determined as described in the preceding paragraph could then be assigned
to “depreciable life categories”. For example, the roof for a newly constructed building
could be assigned to a 20-year category while the roof for a purchased, existing, ten year old
building could be assigned to a 10-year category. The ability to more realistically assign
depreciation lives would lead to improved reliance on “net earnings” as a true performance
measure for the real estate industry and would eliminate the need for the alternative “funds
from operations” measure.
Clearly, it will be very important to require clear disclosure o f how components are
determined and how they are assigned to depreciable life categories. We believe that various
industries will arrive at standard component and life categories that make sense for their
industries’ assets, thus promoting uniformity in reporting.
Lastly, while we have not studied International Accounting Standard 40, it is our
understanding that component accounting concepts may conflict with the “integrated
operating entity” approach o f IAS 40. It does not seem prudent to promulgate rules that
conflict with the direction o f international standards unless thorough analysis o f such conflict
has been sought and evaluated.
Issue 15: Other Guidance
No comment.
Issues 16, 17, 18 and 19: Transition Issues
We believe that restatement should not be elective. Restatement is potentially one o f the
most costly and problematic aspects o f the proposed SOP and we recommend that firm and
unwavering guidance needs to be provided in this area. To allow restatement options will
create confusion among readers o f financial statements who will need to somehow reconcile
restated with non-restated financial statements when making company to company
comparisons.
If our other recommendations in this letter are accepted, therefore resulting in an improved
reporting measure, we believe that restatement should be required and that any resulting
unallocated adjustment should be treated as a cumulative effect o f an accounting change.
We believe that restatement is the only way that readers o f financial statements will view
future reporting o f results o f operations as meaningful. Otherwise, it will take many, many
years for the old and less meaningful depreciation charges to “bum o f f ’. Unfortunately,
restatement will be time consuming and costly and may therefore require a longer transition
and implementation period. We generally agree with the restatement methodology described
in the proposed SOP.
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Summary
In summary, we believe that the proposed SOP goes far beyond the original objectives o f
bringing consistency to the diversity o f accounting for repair and maintenance costs and in
doing so it will likely:
•
•

•

•

Increase confusion, rather than bringing clarity, to readers.
Sharply increase cost o f compliance, with little discernable benefit. Companies would
need to invest in incremental personnel and computer systems and procedures in order to
comply. In addition, companies will incur higher audit and accounting fees due to
increased complexity and implementation costs. Furthermore, the proposed effectiveness
date is too aggressive.
Create new and separate accounting concepts that run contrary to IAS standards and long
standing U.S. accounting concepts and will result in treating held-for-sale real estate
differently than real estate held-for-rent or internal use without any justifiable reason.
Disadvantage companies that create or enhance the value o f their properties through their
development, redevelopment or other improvement activities, with no justification or
benefit.

Therefore, we respectfully petition the AICPA to carefully reconsider the proposed SOP and
to allow more time for study and debate o f these important topics prior to finalization.
Respectfully,

Charles E. Mueller, Jr.
Chief Financial Officer
Archstone-Smith
cc:

R. Scot Sellers,
Chief Executive Officer
Archstone- Smith
W illiam Kell
Senior Vice President and Controller
Archstone-Smith
Raymond G. Milnes, Jr.
Partner
KPMG
David Taube
Director, Financial Standards
National Association o f Real Estate Trusts

S o u th A la b a m a
E le c t r ic C o o p e r a t iv e , In c .
P.O. Box 449
Troy, AL 36081-0449
Telephone: (334) 566-2060
Alabama Watts: 1-800-556-2060
Fax Number: (334) 566-8949
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Mr. Marc Simon
Technical Manager, Accounting Standards, File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

RE:

Exposure Draft - Proposed Statement of Position, “Accounting for Certain Costs
and Activities Related to Property, Plant, and Equipment.”

Dear Mr. Simon:
South Alabama Electric Cooperative, Inc. (SAEC) is an electric distribution cooperative
providing electricity on a not-for-profit basis to approximately 16,000 member-owners in
rural Alabama. The objective of the written comments regarding the Proposed AICPA
Statement of Position (SOP) is to highlight the impact of this SOP on our memberowners, the ratepayers, and the electric utility industry.
Based on SAEC’s sixty-four years of electric distribution service, it’s in our opinion no
significant improvement would be obtained in the overall accounting concerns for SAEC.
The cost relationship to implement this SOP would press the electric rates of the memberowners of SAEC. We do not agree with the Accounting Standards Executive Committee
(AcSEC) conclusion that guidance is needed in the area. The accounting records of
SAEC are maintained in accordance with the Uniform System of Accounts prescribed by
the Rural Utilities Service (RUS) of the United States Department of Agriculture and are
deemed adequate in this area.
Response To Issue 1: No Comment
Response To Issue 2: No Comment
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Response To Issue 3 Paragraph 16:
The concept of using a timeline approach to determine the expense and capitalization
policies lack consistency, and it promotes inconsistencies between like entities. This
SOP provides for different accounting of similar items because management has not
clearly decided to go forward with a project. In constructing electric utility assets, there’s
a significant amount of planning, surveying, engineering, and design cost incurred while
management is trying to determine to go forward are expensed under this SOP, while the
same cost are capitalized if management has already made that determination. It would
be more appropriate to defer cost until management intent is clear. If management elects
to go forward on particular projects then that cost should be capitalized and those cost
incurred on abandoned projects should be expensed.
Response To Issue 4:
The SOP’s position on prohibiting capitalizing general and administrative, and overhead
is considered not reasonable. These cost are allowable capital cost under RUS Uniform
System of Accounts accounting guidelines. The impact of this proposal to the electric
distribution utilities would create a significant amount of expense in years of minimal
construction activity and very little amount of expense in years of heavy construction
activity.
There are many support services that cannot be reasonably assigned to direct construction
activities, but these are related cost to the construction of plant and should be capitalized
rather than expensed. The focus should be on justifiable expenditures related to the
construction activity and not an accounting function. The SOP does not take in account
that there are legitimate general and administrative expenses not directly related to a
specific project that should be capitalized.
Furthermore, from the standpoint of distribution utility rate-making, failure to capitalize
these costs would inequitably shift the burden o f collection of these costs from customers
using the plant asset over its useful life to customers during the construction phase of the
plant assets. Again, the SOP is inconsistent in its application.
Response To Issue 5: No Comment consistent with current practice.
Response To Issue 6:
Generally, there’s agreement with the SOP’s position except for, this SOP eliminates the
capitalization of cost that extend the useful life of an asset. The basis for this is that
management would have considered this when first capitalizing the asset and eliminates
the need to capitalize additional cost. When an asset is placed in service, management
cannot know everything about the future use o f the asset or the ability to extend the life
of that asset. This SOP should provide for an expenditure that extends the useful of the
asset to be spread over that estimated extended life.
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Response To Issue 7:
The SOP proposal would require that cost of removal be reflected in the results of
operations in the accounting period in which such cost was incurred. As a distribution
electric utility, we cannot support this position because these costs would inequitably be
shifted from customers using the plant asset to customers during the retirement of the
plant asset.
In the distribution electric utility operations, the cost of removal is an integral part of the
costs associated with providing customers electric service. In accordance with RUS
Uniform System of Accounts accounting guidelines, this cost has been included in the
depreciation rates used by the electric utility and recovered over the useful life of the
asset. At the end of the life of the asset, the cost to remove the asset has also been
recovered from those consumers benefiting from the use of the plant asset.
It appears to be the conclusion o f the Financial Accounting Standards Board (FASB)
statement number 143-Accounting for Asset Retirement Obligations, that cost of removal
can be reasonably estimated it should be recovered over the useful life o f the asset. A
footnote to the SOP explains that this general requirement to expense removal costs will
be modified where required to comply with FASB 143, as FASB 143 had not been issued
at the time the SOP exposure draft was issued.
Response To Issue 8: No Comment from the electric distribution utility.
Response To Issue 9:
There is a general view that planned major maintenance that is deemed periodic and
necessary for the asset to useful over its estimated life should be accruable or deferrable.
As noted in the response to issue 6, costs incurred to overhaul the asset would extend its
useful life and should be recovered over that estimated life.
Response To Issue 10 and 11: No Comment from the electric distribution utility.
Response To Issue 12:
The required use of component accounting would create an extensive reporting burden to
the electric distribution industry. Component accounting for many assets presents
significant challenges. The cost and effort to implement a component accounting system
is a burden that outweighs the benefits. Group accounting as now employed in the
electric distribution industry provides a reasonable basis for the allocation of asset costs
over their useful lives. The SOP prohibits the use of group or composite method of
depreciation, unless it can be shown by the entity that the asset balances and operating
results under the group or composite method are not materially different from those
obtained under the component method. The SOP does not address the determination of
material differences between component and group accounting method. Without any
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guidelines from the SOP, the method of determination materiality would require record
keeping for both methods, which is not acceptable.
Response To Issue 13:
We do not agree with the net book value of plant being charged to depreciation expense
when retired. The alternative is to maintain the use of group depreciation method that’s
currently being applied in the utility industry. Group depreciation method provides a
systematic and reasonable approach for allocation of asset costs through depreciation
over the average service life of the asset group. The average service life implies that
some assets in the group will have longer or shorter lives than the average. We feel that
tracking net book value and expensing it does not significantly improve the degree of
accuracy and adds considerable costs in the accounting process.
Response To Issue 14:
Composite depreciation will not produce the same results as component accounting
period to period. However, the two approaches often result in approximately the same
total depreciation expense and accumulated depreciation. Due to the burden associated
with the implementation of component accounting for electric distribution utility, the use
of composite depreciation should be an acceptable alternative. The SOP should provide
guidelines of acceptable methods of comparing composite and component depreciation
without two complete sets of records. Composite depreciation rates should be allowed if
periodic depreciation rate studies are performed to validate the composite rate. Group
depreciation, where no gain or loss is recognized at retirement, should continue to be
permitted for distribution plant assets such as; substations, poles, electric wires,
transformers, and meters.
Response To Issue 15: No Comment from the electric distribution utility.
Response To Issue 16:
Both options that are provided would place a significant accounting burden on the utility
industry. If this SOP is to go forward a third transition option should be provided to
allow the current accounting for pre-SOP assets until the assets are completely retired.
Response To Issue 17,18, and 19: No Additional Comments.
Each of the above responses to this SOP poses operational problems for the electric
distribution industry. The detrimental impacts of each item should be carefully
considered and weighed against any identifiable benefits before the AICPA AcSEC
implements the attendant provision of the PP&E Accounting Proposal for electric
distribution utilities.
After this cost-benefit and accounting issues review, the AICPA AcSEC believes it
should move forward with implementation of the major provisions o f the PP&E
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Accounting Proposal for electric utilities, we request that certain measures be considered
for the final rule. Statement of Financial Accounting Standards (SFAS) 71 is never
mentioned in the PP&E Accounting Proposal. Explicitly noting SFAS 71 in the final SOP
would help some of the rate-making impacts of the SOP. There should be clear
explanation on how SFAS 71 is to be applied. We recommend the differences noted in
the response to the various issues of the SOP be recognized on the balance sheet for
financial reporting purposes between rate-making practices. It’s critical to electric
cooperatives that the relationships between regulatory accounting and GAAP accounting
are clear with a goal to make the two as consistent as possible. Therefore, we urge the
AICPA AcSEC to consult with the Federal Energy Regulatory Commission (FERC),
RUS of the United States Department of Agriculture, and other utility regulatory
commission staff. If the AICPA AcSEC decides that component accounting will be
required, would be to specify the use of component accounting for more costly, material
items of plant, with immaterial items grouped with the larger ones for accounting
purposes. The results of implementing this recommendation should be lower cost to
electric distribution cooperatives, with minimal material difference in plant balances and
operating results.
SAEC appreciates the opportunity to provide comments on the SOP and respectfully
urges the AICPA AcSEC to consider its views and recommendations. If there are any
questions, please feel free to call David Bailey at 334-566-2060.

Respectfully

R. David Bailey, CPA
Alabama 6126
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CLEARWATER POWER COMPANY
4230 HATWAI ROAD
P. O. BOX 997
LEWISTON, IDAHO 83501
www. clearwaterpower.com

(208) 743-1501
FAX (208) 746-3902
BILLING (208) 798-5200

November 15, 2001
Mr. Marc Simon, Technical Manager, Accounting Standards, File 4210.CC
American Institute of Certified Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Simon:
This letter is our company’s response to the recently released exposure draft of a proposed AICPA
Statement of Position, Accounting for Certain Costs and Activities Related to Property, Plant, and
Equipment.
Our response is to address the impact this SOP would have on the utility industry. We are a distribution
utility system and the impact of this SOP would dramatically effect the operations of our business.
We already have methods that adequately address the capitalization criteria through the use of the Rural
Utility Services Uniform System of Accounts and their compliance requirements for accounting for utility
plant records and transactions.
The issue of expensing of cost of removal rather than spreading this cost over the useful life of the asset
would have a major effect on our Statement of Operations. The cost of removal is an integral part of the
costs associated with providing service. This cost has been incorporated into the depreciation rates used by
the utility and recovered over the useful life of the asset.
The costs related to changing the programming we use to record items listed above would be detrimental to
our cooperative and our members. In our opinion there would be no significant improvement obtained to
offset the cost to implement this SOP.
We strongly urge AcSEC to withdraw this proposed SOP given the reasons listed above.
Sincerely,
Clearwater Power Company
Nadine M. Yturraspe
Manager of Financial and Office Services

owned by those we serve

Colonial Pipeline Company
Edward H. Cooper
Shared Services Leader & Controller

Phone-. (678) 762-2281
Fax:
(678) 762-2571

November 21, 2001

Mr. Marc Sinton
Technical Manager, Accounting Standards
File 4210.CC
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Simon:
Colonial Pipeline Company appreciates the opportunity to comment on the exposure draft of
AcSEC’s Statement of Position, Accounting fo r Certain Costs and Activities Related to Property,
Plant, and Equipment (Statement). Colonial Pipeline (“Colonial” or the “Company”) is a
privately held corporation that owns and operates the largest-volume refined petroleum products
pipeline in the Unites States. The 5,500-mile Colonial system covers 13 states and transports
refined petroleum products such as gasoline, jet fuel, kerosene and home heating oil from Gulf
Coast area refineries to terminals located near the major population centers of the Southeast and
Eastern Seaboard. In general terms, the Company’s pipeline stretches from Texas to New York.
While the Company is not a regulated entity in accordance with SFAS 71, the oil pipeline
industry is regulated by the Federal Energy Regulatory Commission (FERC) and is required to
file certain reports with the federal government as well as abide by tariff requirements. As such,
oil pipelines follow certain accounting methods prescribed by the FERC, including the use of
group depreciation methods.
The oil pipeline industry is extremely capital intensive. The Company has approximately a 1.8
ratio of assets to revenues, much higher than that of many manufacturing and other industrial
concerns. In addition, capital expenditures as a percentage of revenues were 15% in the last
fiscal year, much higher than the average reported for the manufacturing industry of 4%. Capital
expenditures for the Company are anticipated to be in excess of 15% (more than $80 million per
year) for the foreseeable future as several large projects are in process.
Colonial Pipeline Company is opposed to the proposed SOP as we believe the significant costs
that will be incurred by the Company to employ component accounting will outweigh any
perceived benefits. We do not believe that component accounting would result in more precise
depreciation and replacement accounting for capital intensive oil pipeline companies.
In addition, we believe that in assessing costs and benefits associated with the proposed SOP,
1185 Sanctuary Parkway Suite 100 Alpharetta, Georgia 30004-4738
P.O.Box 1624 Alpharetta, Georgia 30009-9934

AcSEC did not gain a sufficient understanding of the variety of implementation issues and the
significance of implementation costs. Accordingly, we do not support issuance of a final SOP.
We also have concerns regarding the statement’s cost capitalization provisions including the
definition of costs incurred in the preacquisition stage. Lastly, should AcSEC require component
accounting, we believe entities should be permitted additional time to implement the component
accounting practices which would entail the acquisition of new software and the hiring of
additional personnel. These activities could not reasonably be completed in less than 24 months.
The remainder o f this letter briefly summarizes some o f our thoughts on the proposed SOP:
Colonial Pipeline Company, as well as other pipeline companies, uses group depreciation for its
property, plant and equipment. The group method has long been recognized as appropriate under
GAAP, and we believe that group depreciation is the most efficient method to periodically
allocate the cost of large quantities of homogeneous assets. In addition, we are required by the
FERC to use the group depreciation method. The Company currently maintains one fixed asset
sub ledger from which all GAAP accounting entries, tax depreciation listings and FERC
reporting schedules are produced. Any change from the group method would require Colonial to
create and maintain an additional set of accounting records, an extremely burdensome
proposition.
It should be noted that Colonial reviews the depreciable lives and categories of assets on a
periodic basis, approximately every five years. These depreciation studies are conducted by
outside experts, are subject to stringent review by our independent accounting firm and are
subject to final review and approval by the FERC. The performance o f these depreciation
studies ensures the group method is producing reasonably accurate results. This methodology
has produced systematic and rational allocations of costs over the accounting periods benefited.
A change in method would not produce results that provide more useful information than the
results computed under the group method. Furthermore, depreciation differences between
resulting FERC regulatory financial statements and audited financial statements would be
confusing to users of these statements.
The use of component accounting is not reasonable for a capital intensive company like
Colonial. Products pipelines are not constructed or accounted for as individual pieces of pipe.
The pipeline is composed of a large number of homogeneous items including pipe, fittings,
pumps, tanks and other equipment. The Company builds and replaces significant assets each
year. Current projects include construction of a new line segment in excess of 150 miles in
length. As indicated above, there is no accurate method for allocating all of the costs of this 150
mile segment by foot, yard or other nominal asset component. This is one large homogeneous
asset which should be viewed as a group.
It is very clear to us that impairment of assets would require evaluation as a group. It obviously
would not make sense to evaluate impairment on individual sections of pipe as every section
along the pipe is necessary to get the product to the terminal destination. If this grouping is
reasonable and makes sense for evaluation of impairment, the same grouping should make sense
for calculation of depreciation.
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We are also concerned with the accounting for replacements of fixed assets. Recording a gain or
loss upon disposal as required under a component method would require knowledge of the
original cost of the asset and estimation of the current net book value. Given the impracticality
of tracking each individual asset, it would be difficult to estimate the net book value of all assets
in the system. Under a group depreciation method, replacements are generally charged against
the accumulated depreciation account and are factored into the composite depreciation rates as
periodically adjusted. In certain circumstances where replacements are significant and result in a
material gain or loss, income statement recognition would be appropriate. The objectivity of the
group depreciation method, provided by the periodic studies described earlier, results in a much
better estimate of annual costs associated with pipeline property, plant and equipment.
We believe the cost of implementation and on-going compliance with the SOP will be overly
burdensome. Implementation of the SOP will require increases to operational staffing necessary
to record and track individual asset projects by component. The purchase and implementation of
new fixed asset software would be required in order to track individual assets. The
implementation of the SOP will also require the establishment of new policies and procedures for
field operations personnel requiring enhanced training for, and ongoing monitoring of, capital
project activity. Accounting staff would need to be added to reconcile and analyze fixed asset
records, create policies and practices to provide for more detailed asset tracking, and
monitor/account for the addition, depreciation and retirement of each individual asset within all
categories.
We do not believe the proposed SOP is reasonable in the expectation that provides for an entity
to continue to use composite depreciation methods if they can demonstrate that those methods
produce results that are similar to those obtained under component accounting. It occurs to us
that in order to perform this comparison, we may find it necessary to implement new systems
and incur all of the previously mentioned costs.
In issue number 4, the proposed Statement specifies that only costs directly identifiable to
specific property, plant and equipment are capitalizable. The directly identifiable costs are
payroll, depreciation and equipment utilization costs, inventory, and incremental direct costs
incurred with independent third parties. It also states that all overhead costs should be charged to
expense. We agree that costs identified should be capitalized when they directly benefit capital
projects; however, we are concerned with how these categories of costs are defined.
Specifically, the definition of preacquisition costs in paragraph 23 of the Statement is a cause for
concern. We believe that all incremental costs should be capitalized, not just those costs
specifically defined in the scope of the SOP. In order to plan, design, execute and manage
capital projects in process, the Company incurs significant costs that would not be incurred if
capital projects of this nature were not planned or in process. These costs may include a
significant amount of internal resources dedicated to obtaining permits and acquiring land rights
or performing environmental analysis.
We are further concerned that some of these costs may be considered as overhead costs based on
interpretation of the proposed SOP. We believe that all costs that fit the definition of
capitalizable costs, whether in the preacquisition stage or other stages, should include all costs
that are incremental and directly related to capital projects in process. If Colonial ceased capital
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expenditure activity, such incurred costs would also cease. It would not be appropriate to
expense such costs in the current accounting period when they are clearly benefiting future
periods. We believe that the definition of preacquisition stage costs should be modified to
specifically address this issue.
In conclusion, we believe the Statement as proposed would have consequences that are in
conflict with the desired goals of new accounting standards, namely to improve the relevance
and reliability of accounting information and to do so in a manner that meets the cost/benefit
requirements of new standards. We believe that our current practices represent a logical
application of existing GAAP that have provided relevant, reliable and transparent accounting
information to our financial statement users for many years. We do not believe existing GAAP
should be modified by this proposed SOP. However, if it is, we ask that an exception be
provided for in the SOP whereby capital intensive industries such as oil pipelines can continue to
use the group depreciation method. We ask that AcSEC further define or redefine the costs to be
(Capitalized in the preacquisition stage to include all measurable incremental costs incurred
related to capital projects. Furthermore, if the SOP is issued in its current form without the
suggested modifications, we ask that the implementation period be extended to a minimum of 24
months to allow for the purchase of software and hiring of additional staff that will be required to
address the onerous requirements of the SOP.
Colonial Pipeline Company would be pleased to meet with AcSEC or its staff to discuss our
comments.

Sincerely,

Edward H. Cooper

cc e-mail original
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November 18, 2001
Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
AICPA
1211 Avenue o f the Americas
New York, NY 10036-8775
Dear Mr. Simon:
We appreciate the opportunity to provide comments to the AICPA Accounting Standards
Executive Committee (AcSEC) regarding the exposure d ra ft“Accounting fo r Certain
Costs and Activities Related to Property, Plant, and Equipment” (the “ED”).
We do not agree with certain provisions o f the ED, and believe the ED should change its
guidance with regard to Accounting for Costs Incurred, Component Accounting and
Transition.

Accounting for Costs Incurred
Issue 4 - Do you agree that all general and administrative and overhead costs
related to development and construction should be charged to expense?
We believe that the most appropriate framework o f accounting for the internal
development and construction o f property, plant and equipment contained within a real
estate project (PP&E) is found in SFAS 67 “Accounting for Costs and Initial Rental
Operations o f Real Estate Projects” and the guidance in SFAS 34 “Capitalization o f
Interest Cost”. Under SFAS 67, indirect project costs are capitalized as part o f the cost o f
a real estate project.
We disagree with the ED ’s proposed treatment for indirect project costs for the following
reasons:

•

The ED would create an inappropriate disparity in accounting
The ED ’s proposed guidance to cease capitalization o f indirect project costs would
create an inappropriate disparity in accounting for the costs o f acquired real estate
assets versus self-constructed assets. Costs incurred with a third party to construct an
asset include the third party’s indirect costs and a profit element. Under the ED, all
costs paid to third parties for the construction o f an asset would be capitalized,
whereas only the direct costs o f internal construction would be capitalized. We
believe that all costs, including indirect project costs, necessary for the construction
o f a project should be capitalized regardless o f whether the charge originates from a
third party or from internal activities. Conceptually, the only cost difference between

a self-constructed asset and assets acquired from third parties should be the profit
element.
It should also be noted that many real estate companies engage in both internal
development o f real estate and development o f real estate projects for sale to outside
parties - a situation that the ED acknowledges. Under the ED, the cost o f the asset on
the balance sheet would be driven by whether the asset was to be used internally or
sold upon its completion, which seems counter-intuitive. As stated in paragraph A12
o f the ED in addressing the accounting for outsourced G&A, “ .. .costs o f a similar
nature should be accounted for consistently.” We contend that the cost o f constructing
a building is a single amount whether it is to be held for sale or used internally.

•

SFAS 67 is a superior model
We note that the accounting model being proposed is consistent with SFAS 91
Accounting fo r Nonrefundable Fees and Costs Associated with Originating or
Acquiring Loans and Indirect Costs o f Leases and SOP 98-1 Accounting fo r the Costs
o f Computer Software Developed or Obtained fo r Internal Use. We believe that both
the SFAS 91 and SOP 98-1 models are inferior to the SFAS 67 model for PP&E, as
the newer models are further removed from the economics o f development and
construction.
We do not believe that SFAS 91 and SOP 98-1 constitute an evolution o f accounting.
Instead, we would suggest that the restrictions in capitalization contained in SFAS 91
and SOP 98-1 are based on the difficulty o f distinguishing between internal costs for
mortgage banking and software development and ongoing general and administrative
expenses associated with loan servicing and information technology maintenance.
In the case o f development and construction o f real estate assets for internal use, most
companies have little difficulty distinguishing between those activities and other
operations. Development and construction o f real estate is more tangible, easier to
understand, easier to track, and the related costs are easier to identify. In many
companies that engage in internal development and construction, the development
and construction operations are run as a separate department or subsidiary, thereby
making an allocation o f indirect project costs under SFAS 67 all the more simple.
It should be noted that SFAS 67 specifically excludes indirect costs that do not clearly
relate to projects under development or construction, including general and
administrative expenses, from capitalization.

•

The ED is unfair to companies that internally develop and construct
By excluding indirect overhead from capitalization, the ED would unfairly affect the
income statements o f entities with the capacity to self-construct real estate assets
when compared to entities that opt for the higher cost o f third-party construction.

•

The justification for excluding indirect overhead is questionable
We note AcSEC’s concern that indirect overhead allocations have been abused in the
past. Many o f the companies with the sophistication to internally develop and
construct real estate create the projects for other operating units, which is often an
effective cost control. W e believe that internal accounting control and the role o f
external auditors would prevent inappropriate capitalization o f indirect overhead in
most situations. Frankly, we doubt that abuse o f indirect overhead allocations is a
significant problem.
We also note A cSEC’s belief that capitalization can create year-over-year variance in
G&A due to the extent o f development and construction activities. This assumes that
companies maintain significant development and construction departments during
times that development and construction activities have ceased. We would expect
that during times when development and construction overhead costs are not
capitalizable, there would usually be a significant reduction in the size o f those costs.
W hatever the extent o f the year-over-year variance in the income statement, it would
not necessarily be an inappropriate outcome, as the variance would reflect the
inefficient utilization o f labor for the period with reduced capitalization.

Issue 7 - Do you agree with the expensing of demolition costs except for
circumstances where the demolition was identified at the time of acquisition?
We believe that the proposed treatment for demolition costs would inappropriately create
a divergence in accounting between those entities that are purchasing land with existing
structures and entities that already own land with existing structures. We believe that in
either circumstance, if the demolition costs are incurred to prepare the land for an
intended use, and the intended use will recover the costs (i.e., there is sufficient fair value
to avoid impairment under SFAS 144), the costs should be capitalized.
We note that the E D ’s proposed treatment follows the accounting model for asbestos
abatement. We do not believe that asbestos abatement, which involves environmental
damages that were not known at the time o f a property’s acquisition, and demolition are
analogous. In many circumstances, demolition is part o f the long-term plan for a real
estate development. In other circumstances, increases in the fair value o f the real estate
can make demolition a new logical course o f action. Certainly demolition in these
circumstances should not be seen as a loss event.
The costs o f asbestos abatement only had the quality o f returning the property to its
original perceived state prior to the discovery o f the environmental contamination.
Except for circumstances where demolition is the result o f the property’s economic
failure, the act is an alteration to a property, which usually has nothing to do with the
property’s original condition and which is usually done to increase the property’s value.
Regardless o f the motivation for demolition, we believe that a SFAS 144 impairment test
is sufficient.

Issue 10 - Do you believe that inventory used in production of PP&E should be
valued differently from inventory held for sale?
Similar to our objections regarding the ED ’s treatment o f real estate, we disagree with the
proposed provisions that would affect other cost capitalization models, such as inventory.
We believe that the costs o f such assets should be the same regardless o f whether the
company intends on using the assets internally or selling them.

Issue 11 - Do you believe that cost accumulation for PP&E being held for sale
should be treated differently than PP&E held for lease?
As indicated in our response to Issue 4, we do not believe that the same asset should have
different costs depending on the intended utilization after its development or
construction.

Component Accounting
Issues 12 and 14 - Do you agree with the proposed component depreciation model?
We believe that the costs o f the proposed treatment will outweigh benefits, because the
proposed approach would be onerous to apply and we do not believe that there is a
significant problem with current depreciation rules and practice.
The proposed approach would likely result in significant increases in accounting labor
costs, audit costs and major modifications to computer systems and software.
We also expect that if the ED were adopted, there would be tremendous inconsistency
amongst companies with regard to the breakdown o f components. Paragraph 50 o f the
ED recommends that an asset should be broken down into its respective components
based on a “reasonable” method. We do not believe that there is a readily determinable
reasonable level o f componentization.
We note that the ED endorses inconsistency amongst companies by providing two
fundamentally different approaches to the implementation o f component accounting for
costs on the balance sheet at the date o f adoption (i.e., restatement or w rite-off at
disposition). This unusual choice reflects AcSEC’s awareness o f the significant costs
that conversion to component accounting would create.

Transition
Issue 18 - Should costs previously capitalized that would be unqualified under the
ED be expensed as a cumulative effect of accounting change upon adoption of the
ED?

We believe that i f the ED were to be enacted and prospective accounting was required for
the new cost capitalization rules, it would create negative year-over-year comparisons in
the early years following adoption. Accordingly, we believe that a cumulative effect o f
accounting change should be recorded for unqualified costs on the balance sheet at the
date o f the ED ’s adoption, as the reduced depreciation charge in the early years would be
able to offset the reduced capitalization.

Issue 19 - Should the change in accumulated depreciation resulting from the switch
to component accounting be treated as depreciation expense/ benefit at adoption or
the cumulative effect of accounting change.
We believe that treatment as a one-time depreciation expense/ benefit would be
inappropriate. The only justification for classification as depreciation expense would be
that the adoption o f component accounting constituted a change in estimate. Under
change in estimate accounting, the difference in depreciation expense would be treated
prospectively over the assets’ remaining useful lives, not reflected as a one-time expense/
benefit.
If one-time treatment is desired, then cumulative effect o f accounting change would
appear to be the most appropriate classification.

Thank you for considering our comments on the ED. We would be happy to discuss our
concerns in more detail, if desired.
Sincerely,
/s/ Scott Di Valerio
Scott Di Valerio
Vice President Corporate Controllership

LarsonAlleri'
Achieve the Desired Effect"
109 North Main Street, PO Box 217, Austin, M N 55912-0217
507/437-4518, Fax 507/437-8997, www.larsonallen.com

November 21,2001

Mr. Marc Simon
Technical Manager, Accounting Standards
File 4210.CC
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

Exposure Draft - Proposed Statement o f Position, “Accounting for Certain Costs and Activities
Related to Property, Plant, and Equipment”

Dear Mr. Simon:
Larson, Allen, Weishair & Co., LLP appreciates the opportunity to submit written comments regarding
the above-referenced Proposed Statement o f Position (PP&E Accounting Proposal) to the Accounting
Standards Executive Committee (AcSEC) o f the American Institute o f Certified Public Accountants
(AICPA). Larson Allen serves 23 rural electric cooperatives, one generation and transmission
cooperative and several municipal electric utilities clients. Larson Allen is responding to the PP&E
Accounting Proposal on behalf o f its utility clients.
In general, the PP&E Accounting Proposal raises significant rate-making, operational, and accounting
concerns for electric cooperatives. Larson Allen understands that the AICPA AcSEC developed the
proposed accounting provisions with the idea that they would apply to certain industries, not including
utilities. The accounting provisions proposed may, in fact, be very appropriate and beneficial to those
initially targeted industries. For utilities, including electric cooperatives, however, the accounting
provisions as currently proposed are not appropriate. The PP&E Accounting Proposal should not be
implemented for utility-type enterprises, including electric cooperatives, unless and until significant
workable changes that give due consideration to the utility operating environment are included.
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Much o f the electric utility industry, including the overwhelming majority o f electric cooperatives,
continues to establish rates for electricity based on a specific cost o f service that has been approved or
established by the utility’s regulator. The cost elements in these cost-of-service studies are based on
defined cost elements contained in a Uniform System o f Accounts, which electric utilities are legally
required to follow — promulgated by the Federal Energy Regulatory Commission (FERC), or, in the
case o f most electric cooperatives, the Rural Utilities Service (RUS). The RUS Uniform System o f
Accounts is substantially similar to that o f the FERC.
The Statement o f Financial Accounting Standards No. 71 “Accounting for the Effects o f Certain Types
o f Regulations” is not mentioned in this PP&E exposure draft. FASB No. 71 deals with how regulated
industries are required to account for costs and how they are allowed to charge rates to recover their
costs.
In addition, FASB No. 90 “Regulated Enterprises Accounting for Abandonments and
Disallowances o f Plant Costs” was not mentioned in this exposure draft. FASB No. 90 amends
Statement No. 71 to provide specific guidance for accounting for plant abandonments and disallowances
o f plant costs.
Consistent with cost-of-service rate-making practice, the overwhelming majority o f electric cooperatives
account for the effects o f rate regulation in accordance with Statement No. 71, following specific
guidance contained in the Uniform System o f Accounts. General rate-making principles o f electric
utilities, including cooperatives, provide that a utility, with the approval o f its regulator, defer or
accelerate the rate recognition o f certain current-period costs in order to avoid spikes in the level o f
electricity rates. In accordance with Statement No. 71, the deferred or accelerated current period items
are generally shown on the balance sheet as regulatory assets or liabilities, and the income statement
reflects the specific expenses that the recorded revenues have been designed to recover. In other words,
Statement No. 71 basically provides symmetry between utility rate-making and accounting. IAEC
believes that applying the concepts o f Statement No. 71 and the Uniform System o f Accounts reflecting the result o f rate-making practice — results in the best possible matching o f revenues with
expenses and presents the fairest representation o f financial position and results o f operations to
financial statement users.
The provisions o f the PP&E Accounting Proposal are inconsistent with general rate-making practices
and the Uniform System o f Accounts in a number o f ways. Given the symmetry between rate-making
and accounting, utilities implementing the PP&E Accounting Proposal would be forced to significantly
alter not only their accounting, but also, if utility regulators would concur, their rate-making practices with likely adverse impacts on electric rates.
If utility regulators would not concur with the accounting and rate-making changes o f a final rule
implementing the provisions o f the PP&E Accounting Proposal, electric utilities, including G&Ts and
distribution cooperatives, would be required to keep two sets o f accounting records. First, utilities
would be required to maintain a regulatory set o f books prepared in accordance with the Uniform
System o f Accounts on the basis o f which they would set their electric rates. Second, they would have
to keep a set o f books in accordance with Generally Accepted Accounting Principles (GAAP) for
preparation o f external financial statements. Such dual sets o f accounting records would lead to great
confusion among users, as well as considerable unnecessary cost.

Mr. Marc Simon
Technical Manager, Accounting Standards
Page 3
November 21, 2001
The AICPA AcSEC provides two major purposes o f this rulemaking in the “BACKGROUND” section
o f the Exposure Draft: (1) to provide uniformity as to items capitalized to plant accounts, and (2) to
standardize depreciation accounting methodology - among virtually all U.S. businesses. Uniformity
and standardization already exists within the electric utility industry. Due to the unique regulated utility
operating environment, complete accounting uniformity between utility-type enterprises and other types
o f businesses is not necessary or even desirable.
The most significant o f the accounting inconsistencies raised by the PP&E Accounting Proposal and
impacts are itemized in the following table:

Accounting Proposal

Impact on Electric Cooperatives

1. Electric Cooperative Accounting Requirements
specify capitalization o f overheads in support
of
construction
projects
and
permit
capitalization o f an appropriate portion o f
administrative and general (A&G) costs. In
addition, Electric Cooperative Accounting
Requirements
specify
capitalization
of
preliminary investigation and survey (PS&I)
charges.
The PP&E Accounting Proposal
would prohibit capitalization o f overheads,
PS&I charges, and A&G costs.

Implementation o f this provision would
result in the unfavorable outcome o f
increased earnings volatility, as these
overhead, PS&I charges, and A&G costs
are expensed, rather than capitalized.
Furthermore, from the standpoint o f rate
making fairness, failure to capitalize these
costs would inequitably shift the burden o f
collection o f these costs from customers
using the plant asset over its useful life to
customers during the construction o f the
plant asset.

2. Electric Cooperative Accounting Requirements
prescribe use o f the group and/or composite
method o f depreciation for plant assets. The
PP&E Accounting Proposal would require use
o f depreciation accounting by component,
defined as “a tangible part or portion o f [plant]
that can be separately identified as an asset and
depreciated or amortized over its own separate
expected useful life”. The PP&E Accounting
Proposal generally prohibits the use o f a group
or composite method o f depreciation, unless it
can be shown by the entity that the asset
balances and operating results under the group
or composite method are not materially
different from those obtained under the
component method.

Implementation o f this provision would
require administrative reorganization o f
many G&Ts and distribution cooperatives
to comply with the data collection
requirements, as well as installation o f
expensive automated accounting systems.
In addition, determination o f material
differences between the component and
group accounting methods would require
record-keeping for both methods, adding
significantly to plant record-keeping costs.
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Accounting Proposal

Impact on Electric Cooperatives

3. Electric
Cooperative
Accounting
Requirements,
consistent
with
group
depreciation accounting convention, generally
prescribe that gains and losses on normal
dispositions o f mass assets be closed to the
accumulated depreciation account, under the
theory that over time gains and losses will net
out. The PP&E Accounting Proposal would
require that gains and losses be reflected in
results o f operations in the current accounting
period.

Implementation o f this provision would
result in increased earnings volatility, as
gains and losses on plant disposition are
reflected in the current results o f
operations. Electricity rates could likely
require upward adjustment to provide for
the increased uncertainty o f earnings.

4. Electric Cooperative Accounting Requirements
generally recognize the cost o f removal o f a
plant asset over the useful life o f that asset, as
a component o f the depreciation rate. The
PP&E Accounting Proposal would require that
cost o f removal be reflected in the results o f
operations in the accounting period in which
such cost was incurred.

Implementation o f this provision would
result in increased earnings volatility, as
cost o f removal is reflected in a single
accounting period. Furthermore, from the
standpoint o f rate-making fairness, failure
to recognize cost o f removal over the
asset’s life would inequitably shift the
burden o f collection o f these costs from
customers using the plant asset to
customers during the retirement o f the
plant asset.

5. Electric Cooperative Accounting Requirements
generally permit, with RUS approval, deferral
or advanced accrual o f major maintenance
costs associated with planned generation plant
outages.
The PP&E Accounting Proposal
would require that cost associated with major
planned maintenance be expensed as incurred.

Implementation o f this provision would
result in increased earnings volatility for
G&Ts, as major maintenance cost is
recognized in results o f operations in a
single accounting period.
In the
alternative, to avoid earnings volatility,
major maintenance cost would have to be
reflected in utility rates in one year. The
high cost o f such maintenance would
cause electric rates to spike in that year an undesirable
result for electric
consumers.

Each o f the above five accounting inconsistencies poses operational problems for electric cooperatives.
The detrimental impacts o f each item should be carefully considered and weighed against any
identifiable benefits before the AICPA AcSEC implements the attendant provision o f the PP&E
Accounting Proposal for electric utilities.
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The applicability of Statement No. 71 and No. 90 for affected enterprises should be explicitly
sanctioned in the final accounting rule.
Statement o f Financial Accounting Standards No. 71 and No. 90 are never mentioned in the PP&E
Accounting Proposal. As a result, it is not clear if or how Statements No. 71 and No. 90 apply in
relation to the PP&E Accounting Proposal.
Explicitly sanctioning the applicability o f Statements No. 71 and No. 90 could mitigate some o f the
detrimental rate-making impacts o f the PP&E Accounting Proposal - by allowing for financial statement
recognition o f certain rate-making practices regarding plant cost recovery. Furthermore, a clear
explanation o f how Statement No. 71 is to be applied, regarding, for example, the regulatory assets and
liabilities that are created when rate-making practice for plant accounting varies from GAAP accounting
would provide for consistent financial reporting among electric utilities.
We recommend that, in accordance with Statement No. 71, the following differences be recognized on
the balance sheet for financial reporting purposes between rate-making practice and the provisions o f the
PP&E Accounting Proposal:
Rate recovery o f PS&I charges, A&G costs, and overheads associated with
construction projects over the useful life o f the plant asset.
Use o f group and/or composite depreciation accounting for rate-making purposes.
Deferral o f gains and losses associated with normal dispositions o f mass assets for
rate-making purposes.
Rate recognition o f the cost o f removal o f a plant asset over the asset’s useful life.
Deferral or advanced accrual o f major maintenance costs associated with planned
generation plant outages for rate-making purposes.
Again, in deciding how Statements No. 71 and No. 90 should be applied, we urges the AICPA AcSEC
to consult RUS and utility regulatory commission staff. It is absolutely critical to electric cooperatives
that the relationships between regulatory accounting and GAAP accounting be clear - with a goal to
make the two as consistent with one another as possible. Since utility regulators are responsible for
regulatory accounting, commission staff consultation and input in this process is critical. The more
synchronized regulatory and GAAP accounting, the better for electric cooperatives.
Larson Allen appreciates the opportunity to provide comments on the PP&E Accounting Proposal and
respectfully urges the AICPA AcSEC to consider our views and recommendations. If questions arise
concerning these comments, please feel free to contact me at 507-434-7004.

Sincerely,
Larson, Allen, W eishair & Co., LLP

Zane H. Juncker
Principal

